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Financial H Ig h Iig hts! {dollars in millions, except per share amounts)

Year ended December 31,
2007 2006 2005

Summary of Operations;

Net written premiums $ 486 $ 319 % 217

Net earned premiums 232 207 199

Net investment income 128 m 97

Total expenses 164 132 65

Net (loss) income (303) 160 188

Balance Sheet Data: '

Total investments $3.140 $2465 $2,250

Total assets 3,800 2,935 2,696

Reserves for losses and loss adjustment expenses 134 1214 128

Unearned premium reserves 908 644 537

Senior notes 197 197 197

Series A enhanced junior subordinated debentures 150 150 —

Shareholders’ equity ) 1,667 1,651 1,662

Per Share: '

Net (lass) income per diluted share? $(a46) $ 215 $ 253
Less: After-tax realized (losses) gains on investments {0.02) (0.02) 0.02
Less: After-tax unrealized (losses) gains on derivatives (7.06) 0.05 {0.04)

Operating income? per diluted share? o $ 257 %212 § 255

Book value per share* $20.85 $24.44 $22.22
Plus: Net unearned premium reserve, after tax® 9.90 8.25 6.00
Plus: Net present value of estimated future installment premiums in force?, after tax 9.00 6.71 4.38
Less: Deferred acquisition costs {(“DAC"), after tax 2.89 2.83 2.1

Adjusted book value? per share? $36.85 $36.57 $30.39

Present value of gross written premiums {"PvP")?

Financial guaranty direct $ 477 3 302 § 145
Financial guaranty reinsurance 398 152 128
Mortgage guaranty — —_ 13

Total PVP $ 875 § 454 § 286
Less: Installment premium PVP 545 271 184
Less: Upfront premium due to novations — - 18
Plus: Installment gross written premiums 173 139 136
Plus: Other segment gross written premiums : 4 4 32

Total gross written premiums $ 506 $ 326 § 2/

1. Some amounts may not add due to rounding.

2. The calculations for weighted average diluted shares outstanding and weighted average basic shares outstanding for GAAP are the same due 10 the antidilutive effect of options and restricted stock as

a result of the net toss for the year ended December 31, 2007. However, operating income, a non-GAAP financial measure, for all periods is positive, therefore the calculation of weighted average dilutes
shares outstanding for operating income includes the dilutive effect of opticns and restricted stock.

This is a non-GAAP financial measure, which is defined below in the Explanation of Non-GAAF Financial Measures.

The net unrealized mark-1o-market (loss) gain on derivatives had an effect on bock value per share and adjusted book value per share of $(5.59), $0.49 and $0.39 at December 31, 2007, 2006 and 2005,
respectively.

5. Reflects unearned premium reserve less prepaid reinsurance premiums, after tax.

o

Explanation of Nen-GAAP Financial Measures:

The iollawmg section defines the non-GAAP financial measures presented in this ennua! report and describes why they are useful for investors,

Qperating income, which is 3 non-GAAP financial measure, is defined as net income (loss) excluding after-tax realized gains (losses) on investments and after-fax unrealized gams {losses) on derivative
financial instruments. Management bel.eves that operating income 15 a useful measure for management, equity analysts and investors because the presentation of operating income enhances the under-
standing of Assured’s results of operations by highlighting the underlying profitability of Assured's insurance business. Net realized gains (losses) on investments and net unrealized gains (losses) on derivative
financial instrumenits are excluded because the amount of these gains (Josses) is heavily influenced by, and Fluctuates in part according to, market interest rates, credit spreads, and other factors that manage-
men cannot control of predict. This measure should nat be viewed as a substitute for net income (loss) determined in accordance w131 GAAP.

Adjusted book value, which is a nan-GAAP financial measure, is defined as shareholders’ equity (book value) plus the afterdax value of the unearned premium reserve net of prepaid reinsurance pramiums,
plus the net present value of estimated future installment premiums in ferce, less future ceding commissions, after tax discounted at 6%. less DAC, after tax. Management believes that adjusted bosk value
15 8 useful measure for management, equity analysts and investars because the calculation of adjusted book value permits an evaluation of the net present value of the Company's in-force premiurns and
capital base. The premiums described above wilk be earned in future periods, but may differ materially {rom the estimared amounts used in determining current adjusted beok value due to changes in market
interest rates, refinancing or refunding activity, prepayment speeds. policy changes or terminations, credit defaults, and other factors that management cannot control or predict. This measure should not be
viewed as a substitute for bock value determined in accordance with GAAF

Net present value of estimated future installment premiums in force, which is a non-GAAP finandal measure, is defined as the present value of estimated uture installment premiums from our in-force
book of business, net of reinsurance and discounted at 6%. Management believes that net present value of estimated future installment premiums in force is a useful measure for management, equity ana-
Iysts and investors because it permits an evaluation of ihe value of future estimated instaflment premiums. Estimated future premiums may change from period 10 period due to changes in par dutstanding,
maturity, or other factors that management cannot control ar predict that result from market interest rates, refinancing of refunding agtivity, prepayment speeds, policy changes or terminations, credit
dafaults, or other factors, There is no (nmparable GAAP financial measure

Present value of gross written premiuras of PVP, which is a non-GAAP financial measure, is defined as gross upfront and installment peemiums recerved and the piesent value of gross estimated future
instaliment premiums on contracts written in the current period, discounted at 6% per year. Management believes that PYP is a useful measure for management, equity analysts ang investors because it
permits the evaluatian of the value of new business produgtion for Assured by taking in1e account the value of estimated future instaliment premiums on pew coNTracts underwritten in a reporting period,
which GAAP gross premiums written does not adequately measure. Actual future net eamed or written premiums may differ from PVP due to factors such as prepayments, amortizations, refundings, con-
tract terminations or defaults that may or may not be influenced by market interest rates, refinancing or refunding aclivity, prepayment speeds, policy changes or terminations, credit defaults, or other
faciods that management cannot conirof or predict. This measure should nat be viewed as a substitute for gress written premiums determined in accordance with GAAPR

Far adjusted book value, net present value of estimated future installment premiums in force, and PVP, Assured uses 6% as the present value discount rate because it is the approximate taxable equivalent
yield on Assured's investment portfolio for the pericds presented.
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As of March 15, 2008, Assured Guaranty Corp. was one of only

two primary financial guarantors with triple-A (stable) ratings from all

three major credit rating agencies. Assured Guaranty Re Ltd. (“AG Re”)

was the only financial guaranty reinsurer rated double-A (Stable)

by the three major credit rating agencies.

|
|

Financial Ratings

Standard & Poor’s (Moo dygs) Eitch]
Assured Guaranty Corp Fmanual Strength Rating AAA (stable) Aaa (stable} AAA (stable)
R L | [
t Assured Guaranty (UK) Ltd. Financial Strength Rating AAA (stable) Aaa (stable} AAA (stable)
e . T ) U
(Assured Guaranty Re Ltd. Financial Strength Rating AA {stable) Aa2 (stable) AA {stable)
R} [
| Assured Guaranty US Holdlng‘ Inc Senror Debt Rating A+ (stable) Aa3 (stable) A+ (stable)
i . | L
Assured Guaranty US Hoidings Inc. Series A Enhanced
Junlor Subordlnated Debentures Rating A- (stable) Al (stable) A (stable)
LT T T T T | U
r Woodbourne Pass Through Trust Securities Rating A+ (stable) Aa2 (siable) —

T I |
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1 ENDURING FINANCIAL STRENGTH™

At the time of our inital public
offfering (“TPO™) in April 2004,
we established five key strageghc
goals. We have made substanital
progress on each of these goals

in every year since our TIPOY,

Assured Guaranty Lid.

Key Strategic Goals

Exercise strict underwriting discipline

We have maintained stringent underwriting and risk manage-
ment standards since our IPO. These standards led us 1o avoid
the collateralized debt obligation of asset-backed securities
(“CDO of ABS") market, as well as lower-rated U.S. residential
morigage-backed securities {"RMBS”) since our IPO.

Expand direct franchise

The growth of our financial guaranty direct franchise has been a
central component of our strategy. We posted record direct new
business production in 2007 and had the largest new business
pipeline in our history at year-end 2007. We remain well
positioned for additional growth in 2008, given the strong
demand for our credit enhancement preducts.

Maintain leading reinsurance market position

We are the leader in financial guaranty reinsurance with more
than 20 years of experience in this market. During 2007,
our reinsurance segment generated the highest new business
production in its history. This included a $29 billien portiolio
reinsurance transaction with Ambac Assurance Corporation
("Ambac”), which was the targest third-party facultative
reinsurance transaction in the industry’s history,

Obtain and maintain triple-A ratings for Assured
Guaranty Corp. and maintain double-A ratings for AG Re
Obtaining triple-A ratings for Assured Guaranty Corp. from
the three major credit rating agencies was a key objective since
our IPO. On July 11, 2007, Assured Guaranty Corp. was
upgraded to Aaa (stable) by Moody’'s Investors Service
{*Moody's"), its third triple-A rating, after having received
AAA (stable) ratings from Standard & Poor's and Fitch Ratings
(“Fitch”) in 2005. As of March 15, 2008, Assured Guaranty
Corp. was one of only two financial guaranty insurers that had
been awarded triple-A (stable) ratings from all three of the
major credit rating agencies and AG Re was the only financial
guaranty reinsurer rated double-A (stable) by the three major
credit rating agencies.

Utilize capital efficiently

We consider efficient capital management to be a key driver of
long-term shareholder value creation. We repurchased 11% of
our IPQ shares from April 2004 through December 31, 2007, a
timeframe during which we could not fully utilize our capital at
targeted returns due to market conditions as well as the lack
of triple-A ratings from all three major credit rating agencies
prior to July 11, 2007. In December 2007, we raised $304 mil-
lion of equity in a follow-on offering in order to take advan-
tage of strong demand for our credit enhancement products.
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Highlights

2007

» Moody’s upgrades the financial strength rating of Assured Guaranty
Corp. and Assured Guaranty {UK) Ltd. to Aaa (stable}.

» Assured Guaranty Corp. receives its final state license and is
licensed to write financial guaranty insurance in all 50 states, the
District of Columbia and Puerto Rico.

« Assured Guaranty Corp. opens an office in Sydney, Australia, as the
Company continues its expansion into the Australian and Asian/
Pacific markets.

¢ Assured Guaranty Ltd. completes a $304 million {ollow-on equity
offering and efficiently contributes the proceeds to AG Re 10 sup-
port a $29 billion portfolio reinsurance transaction with Ambac
and to support the growth of Assured Guaranty Corp.

* As of December 31, 2007, Assured Guaranty Corp. is one of only

two primary financial guaranty companies rated triple-A (stable) by

the three major credit rating agencies.

Assured Guaranty Lid. generates record new business production

in both its financial guaranty direct and reinsurance segments

during 2007,

2006

* Moody's upgrades the rating outlook for Assured Guaranty Corp.
and Assured Guaranty {UK) Ltd. to positive from stable and affirms
their Aal financial strength rating.

» Assured Guaranty issues $150 million of enhanced junicr subordi-
nated debentures and completes a $i50 million repurchase of its
common shares from ACE Limited.

* Financial guaranty direct segment net par outstanding exceeds
financial guaranty reinsurance segment net par outstanding for the
first time.

2005

« Assured Guaranty Corp. and AG Re sell their single-name corpo-
rate credit default swap book of business.

* Fitch assigns a financial strength rating of AAA (stable) to Assured
Guaranty Corp. and Assured Guaranty (UK) Ltd.

s Standard & Poor's upgrades the rating outlook for Assured
Guaranty Corp. and Assured Guaranty (UK) Ltd. to stable and
affirms their AAA financial strength rating.

» Assured Guaranty Corp. and AG Re complete novation agreement
with Financial Security Assurance Inc. ("FSA"), which effectively
centralizes the Company's reinsurance business in 8ermuda.

+ Financial guaranty direct segment PVP exceeds the financial
guaranty reinsurance segment's PVP {or the first time in the
Company's history.

2004

= Assured Guaranty Ltd. completes ils initial public offering at $18.00
per share.

+ Moody's upgrades the financial strength rating of Assured Guaranty
Corp. to Aal (stable).

= Assured Guaranty (UK) Ltd. is granted permission to write financial
guaranty insurance in the United Kingdom by the Financial Services
Authority and receives passporting authority to write financial
guaranty insurance in the countries comprising the European
Economic Area.

Distribution of Net Par Qutstanding by Rating'
at December 31, 2007

Super senior 18%
ARA 24%

M 19% A 25%

= BBB 13%

— Below investment
— grode 1%

Total: $200.3 billien

1. Reflects Avsured's internal rating. Assured's scale is comparable 1o that of the rationally

recopnized rating agencies. The super senior category, which is not generally used by
rating agencies, in used by the Company i ifatances where Assured's AAA nated czposare

has arditional eredit enhancement due 1o cither (1) thi existence of annther security rated
AAA that is shorilinated to Assured’s expuaure or (2) fsaured’s exposure henefits [rm a
ihiferent form of credit enhancement that would pay afy <lams tfirse in the event that any
of the expusures incurs 1 loss, and such ¢ redit enhancement, in management's opigion,
causes Amsured's attachment point to be materialh aboje the AAA attachmeal point.

Adjusted Book Value' Per Share?

3657 | 536.85
§30.39

w0 | W

3 Net unegrmed premium reserve less DAC per share, after fox

02 Nat present witve of estimoted futwee installment prermiums in force!
per shore, ofter tax

B Book volue per share?

1. For explanations of adjusted buck value anil net présent salue of estimated futire
installmens prensicma in borce, hoth nonGAAE finandial measures, pleases reler b
thr Fxplavazion of Non-GAAP Finanaal Measuses, which ih located under the Finarcid
Highlights table in the gatefold of this annual repart.
2. The net unrealired mark-to-market low) gain on derivatives had an eflect an ook
value per share and adjusicd bock value per dhare of §(5.59), $0.49 and $0.39 at
December 31, Y007, 2006 and 2005, rrapectively.




Dear Fellow Sharehelders,

Looking back to 2007, it was a year of significant accomplishments,
but it was also full of challenges to our business model and the
financial guaranty industry in general. In most years, performance
is measured by examining the relevant statistics for the industry and
the competition. 2007, however, was a year for which the statistics
are not as meaningfu! due to the significant changes that took place
in the second half of the year, with the most impact realized in
December. Through the early part of 2007, we were continuing to
execute our five strategic goals for long-term success. Two of the
items—developing the direct business and exercising strict credit
discipline—were at the forefront. Since the IPO, our direct business
has continued to realize increased new business premium volumes,
market share and insured asset classes. In July 2007, the fruits of
our labor were realized as Moody's upgraded Assured Guaranty
Corp., our financial guaranty direct subsidiary, to Aaa (stable), which
accomplished another ane of our primary goals of attaining triple-A
{stable} ratings for Assured Guaranty Corp. from all three major
rating agencies. As we now look at the events of December and
into early 2008, | am pleased to report that we still maintain triple-A
(stable) ratings from all three of these agencies and that we are one
of anly two financial guarantors to do so. The opportunity that this
creates is significant.

With regard to credit discipline, our conservative underwriting of
U.S. subprime RMBS and the avoidance of CDOs of ABS since cur
IPO were clearly the right calls and our franchise has been signifi-
cantly strengthened by these decisions. However, we did not entirely
avoid the risks in the U.S. RMBS market, as we did guarantee $3.9
billion of home equity lines of credit (“HELOC”) exposure for prime
borrowers from 2005 to 2007. These exposures, which totaled $2.1
billion at year-end 2007, have performed far below our expectations
and any prior historical experience. Through March 17, 2008, we
have paid approximately $22.6 million in claims on our two largest
HELOC exposures: the CWHEQ Revolving Home Equity Loan Trust,
Series 2005-) transaction and the CWHEQ Revolving Home Equity
Loan Trust, Series 2007-D transaction, both of which were
originated by Countrywide. In these transactions, the amount of

unreimbursed ultimate net claims, if any, will depend on a few factors.
The first factor is the loss mitigating provisions in these contracts,
principally the coltection of excess spread and the triggering of rapid
amortization. In the latter, the critical issue that will influence the
outcome is the continued financial viability of Countrywide, the
originator of nearly 90% of our HELOC exposures, and its ability to
fund future line of credit drawdowns subsequent to the triggering
of the rapid amortization clause in these transactions. The second
is that a reasonable amount of undrawn credit lines under these
programs needs to stay available to high quality borrowers. Third,
the paydown speed and interest rate environment, which are cur-
rently providing enhanced excess spread in these transactions, need
to remain favorable. As of December 31, 2007, we had approxi-
mately $21.1 million of portfolio loss reserves established for our
HELOC exposures,

Despite the challenges in cur HELOC exposures, our closely monitored
credit {"CMC} list increased only modestly during the year 1o 1.1%
of net par outstanding at year-end 2007 from 1.0% of net par
outstanding at year-end 2006, despite adding $1.8 billion of HELOC
and other 1.5, RMBS exposures to the list during the year. The
additions were largely offset by the improvement ar paydown of
several credits that had been on our CMC list for quite some time,
including our expasure to Eurctunnel, which totaled $220 million at
year-end 2006 and was fully settled in 2007.

As stated previously, the second half of 2007 was a vasily different
environment than the first half of the year and we were exception-
ally well positioned to take advaniage of it. in the fourth quarter,
the rating agencies began reevaluating the capita! requirements for
companies in our industry, specifically focusing on U.5. RMBS and
related securities. These reviews resulted in most of our competitors
in both the financial guaranty direct and reinsurance markets being
downgraded, put on negative outlook or placed under review for
possible downgrade. However, as of March 15, 2008, none of our
subsidiaries have been affected and their ratings have been affirmed
by all three agencies.

Assured Guaranty Lid.




During 2007, we continued our gholbal
expansion, as Asured Guaranty Corp.
obtaimed s 50th ULS. swate Hoense
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i
ot B 4\/:\“;‘
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The photos above represent Assured's global locations in: Hamilton, Bermuda {corporate headquarters and financial guaranty reinsurance); London, United Kingdom

{financial guarartv direct); Sydney, Australia (financial guaranty direct); and New York, United States {financial guaranty direct).
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Corporate Officers of
Assured Guaranty Ltd.
Dominic J. Frederico*
President and Chir_sf Executive Qfficer
Robert B. Mills*

Chicf Financial Officer

James M. Michener*

General Counsel and Secretary
Howard W. Albert

Chief Credit Officer

Robert A. Bailenson*

Chief Accounting Officer

Andrew H. Pickering

Chief Surveillance Officer

Sabra R. Purtill

Managing Director, Investor Relatiens
and Strareyic Planning

Senior Officers of Assured
Guaranty Corp.
Dominic J. Frederico*
Chief Exccutive Officer
Michael J. Schozer*
President

Robert B. Mills*
Chir:’ff"inanrfuf Qﬂﬁrer
James M. Michener*
Generai Counsel

Howard W. Albert
Managing Director and
Deputy Chief Credit Officer
Robert A. Bailenson*
Managing Dirccror and
Chief Accounting Officer
Daniel S. Bevill
Managing Dirccicr,
Seructured Credit
Ashleigh L. Bischoff
Managing Dircctor, CDOs

Richard M. Cassata
£langging Director, Public Finance
Ling Chow

Alanaging Director and

Deputy General Counsel

Dennis M. Clare
Alanaying Direcror, Information
Technology, Operations, and Project
Manugement

Ruth L. Cove

Managing Director and
Depury General Counsel
Stephen Donnarumma
Managing Director and

Chicf Credit Officer
Kathleen M. Evers
Manaying Director,

Public Finance

Row 1: jJames Michener, Dominic Frederico, Robert Mills Row 2: Stephen Donnarumma, Craig Welch, Nicholas Moy, Andrew Pickering
Row 3: Dennis Clare, Robert Bailenson, Sabra Purtill, Donald Paston Row 4: Michael Schozer, Jeffrey Nabi, Paul Livingstone, Howard Albert

Assyred Guaranty Ltd.




lorge A. Gana Nicheolas K, Moy

HManaying Director, Managing Director,

Commercial Asset Backed Securities Risk Management ana Surverflance
lohn W. Gray Jeffrey D. Nabi

Managing Director, Seaior Managing Director, Consumer
Mortgage Bocked Securities and Mortgage Backed Securities
William J. Hogan Donald H. Paston

Senior Managing Director, Managing Director and Treasurer
Public Finance Andrew H. Pickering

Craig E. Lee Managing Director and

Manuying Director, Asia Pacific Chuef Survellunce Off cer

Paul R. Livingstone Sabra R. Purtill

Senior Managing Drector, Managing Dircctor, Investor Relutions
Structured Finance and Strategic Planning

John . Trahan

Menaging Director, Public Finance
Craig Welch

Managing Director,

Credit Risk Management

Senior Officers of Assured
Guaranty Re Ltd.

David N. Penchcff

President and Chief Ciperating Officer
Gary Burnet

Managing Director and
Chief Credit Officer

Senior Officers of Assured
Guaranty (UK} Ltd.
Marc E. Bajer

Senior Managing Diiector,
International

Nicholas J. Proud

Managing Director, Seruceured Iinenoe

*SEC Executive Dfficers

Row 1: Gary Burnet, David Penchoff Row 2: Nicholas Proud, Marc Bajer, Ruth Cove, Craig Lee  Row 3: William Hogan, John Trahan, Kathleen Evers,
Richard Cassata Row 4: Ashleigh Bischoff, Ling Chow, John Gray, Daniel Bevill, Jorge Gana
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Loclking forward, we remain optimistic

clal guaranties, which has never been

stromnget, particulardy in the WS,
public finance market,

These ratings affirmations have resulted in exceptionally strong
demand for our gudranties which, when combined with the widen-
ing of credit spreads, allowed us to grow our market share in the
fourth quarter at a'stronger pace with higher profit margins than
in the first nine months of 2007. We were particularly pleased with
the rapid development of our U.S. public finance business, which
had been the most constrained by the lack of a Aaa (stable) rating
from Moody's prior ta July 11, 2007. In the fourth quarter of 2007,
our market share of the insured U.S. public finance industry rose
to 4.7%, compared to 0.9% in the third quarter of 2007 and 0.8%
for full-year 2006. In totai, our 2007 direct new business produc-
tion as measured by PVP totaled $476.8 million, a company record,
and was up 58% from 2006.

We also continued our successful track record in our financial
guaranty reinsurance franchise, which remained the leading
provider of reinsurance to the financial guaranty market in 2007.
Similar to the direct segment, market conditions changed dramati-
cally from the first half to the second half of the year. Our reinsur-
ance new business production as measured by PVP in 2007 was a
record $397.8 million, an increase of 163% compared 1o 2006, Our
record production included a large facultative portfolio reinsurance
transaction of approximately $29 billion of net par outstanding
with Ambac. This was the largest third-party facultative reinsurance
transaction in the industry's history. Looking forward into 2008,
ongoing market disruption will likely provide a number of growth
opportunities in reinsurance, doth with respect to portfolio reinsur-
ance opportunities that may become available, as well as the
expected growth in market share for FSA and Assured Guaranty
Corp., our two largest treaty reinsurance clients.

During the year, we also continued to focus on efficient capital
utilization through accretive share repurchases and share issuance.
We repurchased 433,060 shares during the year at an average price
of $21.59, of which 282,600 were repurchased under a new two
million share repurchase program announced in November. We
subseguently raised $304 million of new common equity in

Assured Guaranty Lid,




December at $25.50 per common share to fund the aforemen-
tioned portfolio reinsurance transaction with Ambac, which was
an accretive transaction for our shareholders. Qur approach to
capital management is simple. We repurchase shares at an accretive
price to book value or earnings if we are confident that we have a
sufficient capital cushion to support new and future business
growth for our ratings. Alternatively, if our business opportunities
ofier us accretive earnings prospects for shareholders, we will issue
debt or equity to take advantage of them. Our December equity
offering met these criteria. Similarly, we will use these same objec-
tives 1o deploy the $1 billion common equity investment commit-
ment by WL Ross & Co. LLC that was announced in February 2008.
We believe that the initial $250 million investment will be invested
at accretive returns based on our expected growth in the first
quarter of 2008. Potential future investments of up to $750
million—which are at our option—agive us the flexibility to quickly
capitalize on additional opportunities if demand or market condi-
tions permit. These two equity offerings also increase our debt
capacity, although the debt markets are not currently attractive for
issuance, thereby helping us lay the groundwork for future addi-
tional capital from the non-equity market as well.

Locking forward, we remain optimistic about the demand for
Assured's financial guaranties, which has never been stronger,
particularly in the U.S. public finance market. Our par written
market share in that market is estimated at 26.3% for the first two
months of 2008, compared 10 1.8% for full-year 2007. While it's
far too early to predict what total annual production will look like,
we are highly confident that 2008 will be a record year for new
business production for our financial guaranty direct segment.

Before closing, 1'd like to discuss briefly the long-term regulatory
environment in the U.5,, which | believe is the largest uncertainty
that we face, We believe that a well-diversified, strongly-capitalized
financial guarantor that writes U.5. and international public and
structured finance provides global investors and issuers with the
best financial strength, earnings stability and underwriting capacity

Annual Report 2007

Present Value of Gross Written Premiums (“PVP™)'2

dollars in millions

S874.4 $874.4
4536 54’5_35
$288.3 2863
n !

05 06 07 15 ‘06 07
By Segment By Market
O Mortgoge guoronty a Intespuﬂunnl
B Finoncil quoranty reinsurance LAY Isnuctunzd finance
W Finoncicl guoranty direct O 1S public finance

L. For an explanation of PVE, & non-GAAL linancial measure, please riter to the Explanaron of Nou-GAsP
Financtal Meatares, which is locatedl under the Financial Highlights 1ahld in the gatefold of this annial report.

2. Due to irpotting bigs by Assured's ceding companirs, PVP for treaty reinsurance installment premiums in the
Company's financial guaranty reinsurance wgment is reported on 4 ont quarter Lag. Prior to 2006, PVP for both
treaty and facultative reinsurance instalhment premiams in the Company’s financial guaranty reinssrance segment
was reparnicd on a one quarter lag.

Closely Monitored Credit (“CMCY) List' as a
Percent of Net Par Qutstanding

1.4%

05 06 ‘07

W (oregory | O {otegory3
OCotegory 2 O Cotegory 4

1. Assured's surveillance department is responsible for munitoring thg Company's portfolio of credits and

ins a list of closely d credits, The closety moritored credits are divided iata four categuries:
Category | (law priaricy; fundameneally sound, greater than normal rsk); Category 2 (medivm priarity: weakening
caedit profile. may resolt s lota); Category § {high priority: claimydcfault probable, case seserve extablished):
Category 4 (claim paid, case reserse established for futire pasments) | The closely maniored credins include alt
below investment grade exposures whepe there is a material amount af exposure (generally grean r than $10.0
million) or 2 material risk of the Company incurring a loss greater than $0.5 million. The closcly monitared

crendits alser include (nvestment grade rinks where credit guality is detqrinrating and where, in the view of the
Company, there is sipnificant potential that the risk quality will tall bylow invesiment grade.
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to provide efficient and cost-effective capital market solutions in
the form of financial guaranty insurance. We do not believe that
fixed income investors or issuers are better served by “splitting”
the financial guaranty companies between public finance and
structured finance exposures—even before considering the feasibil-
ity of such a strategy—given the substantial legal hurdles that such
a separation would encounter.

Looking further into the future, we continue to believe that finan-
cial guaranty insurance is an essential component of the world's
capital markets. We see continued growth all around the globe for
essential infrastructure as well as more economically sensitive
{inancing for houses, buildings, small business loans, equipment,
automobiles, trains, airplanes and other types of essential services.
Changes in bank regulation and capital disintermediation mean
that these investments have to be financed by investors, either
directly or through mutual or pension funds, but not by banks.
These investors require bond insurance for these investments, as
they know that ratings are just opinions, not guaranties of financial
performance. Consequently, we have great confidence in the long-
term demand for financial guaranties as well as the growth of the
global public and structured finance markets.

Although 2008 premises to be a challenging year for the global
credit markets overall, we anticipate a strong and successful year
for Assured in 2008. | assure you that we will continue to adhere
to our five key strategic goals in order to provide enduring financial
strength to fixed income investors, while also creating long-term
value for our shareholders.

3 I WADAA /"‘l“ - L—t)
Dominic J. Frederico
President and Chief Executive Officer

Assured Guaranty Ltd.
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FORWARD-LOOKING STATEMENTS

Some of the statements under “Business,” “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and elsewhere in this Form 10-K may include forward-looking
statements which reflect our current views with respect to future events and financial performance
These statements include forward looking statements both with respect to us specifically and the
insurance and reinsurance industries in general. Statements which include the words “expect,” “intend,”

“plan,” “believe,” “project,” “anticipate,” “may,” “will,” “continue,” “further,” “seek,” and similar
words or statements of a future or forward looking nature identify forward lookmg statements for
purposes of the federal securities laws or otherwise.

All forward-looking statements address matters that involve risks and uncertainties. Accordingly,
there are or will be important factors that could cause our actual results to differ materlally from those
indicated in these statements. We believe that these factors include the following: |

+ downgrades of the financial strength ratings assigned by the major rating agencies 1o any of our
insurance subsidiaries at any time, which has occurred in the past;

* our inability to execute our business strategy;

« reduction in the amount of reinsurance ceded by one or more of our principal ceding
compantes;

s contract cancellations;

* developments in the world’s financial and capital markets that adversely affect our' loss
experience, the demand for our products, our unrealized (losses) gains on dernvatwe financial
instruments or our investment returns;

* more severe or frequent losses associated with our insurance products, or changesl in our
assumptions used to estimate loss reserves and unrealized (losses) gains on derivative financial
instruments; ‘

» changes in regulation or tax laws applicable to us, our subsidiaries or customers;
* governmental actions;

* natural catastrophes;

» dependence on customers;

» decreased demand for our insurance or reinsurance products or increased competition in our
markets;

* loss of key personnel;
* technological developments;
+ the effects of mergers, acquisitions and divestitures;

» changes in accounting policies or practices (see Part II—Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations under the heading “—Ciritical
Accounting Estimates—Industry Methodogy”, for more information);

« changes in the credit markets, segments thereof or general economic conditions, including the
overall level of activity in the economy or particular sectors, interest rates, credit spreads and
other factors; i

» other risks and uncertainties that have not been identified at this time; and

* management’s response to these factors.




The foregoing review of important factors should not be construed as exhaustive, and should be
read in conjunction with the other cautionary statements that are included in this Form 10-K. We
undertake no obligation to update publicly or review any forward looking statement, whether as a result
of new information, future developments or otherwise.

If one or more of these or other risks or uncertainties materialize, or if our undetlying
assumptions prove to be incorrect, actual results may vary materially from what we projected. Any
forward looking statements you read in this Form 10-K reflect our current views with respect to future
events and are subject to these and other risks, uncertainties and assumptions relating to our
operations, results of operations, growth strategy and liquidity.

For these statements, we claim the protection of the safe harbor for forward-looking statements
contained in Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act
of 1934,

ii
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ITEM 1. BUSINESS

Overview

Assured Guaranty Ltd. (hereafter “Assured Guaranty,” “we,” “us,” “our” or the “Company”) is a
Bermuda based holding company that provides, through its operating subsidiarics, credit enhancement
products to the public finance, structured finance and mortgage markets. Credit enhancement products
are financial guaranty or other types of financial support, including credit derivatives, that improve the
credit of underlying debt obligations. A derivative is a financial instrument whose characteristics and
value depend upon the characteristics and value of an underlying security or commodity. We apply our
credit expertise, risk management skills and capital markets experience to develop insurance,
reinsurance and derivative products that meet the credit enhancement needs of our customers. We
market our products directly and through financial institutions, serving the U.S. and international
markets.

Assured Guaranty Ltd. was incorporated in Bermuda in August 2003. We operate through wholly
owned subsidiaries including Assured Guaranty US Holdings Inc., Assured Guaranty Re Ltd. ("AG
Re”), and Assured Guaranty Finance Overseas Ltd. (“AGFOL”). Qur principal operating subsidiaries
are Assured Guaranty Corp. (FAGC”) and AG Re,

» Assured Guaranty US Holdings Inc., a Delaware holding company, owns 100% of AG Financial
Products Inc., a Delaware corporation, and AGC. AGC, a Maryland-domiciled insurance
company, was organized in 1985 and commenced operations in January 1988. It provides
insurance and reinsurance of investment-grade financial guaranty exposures and credit default
swap transactions. AGC owns 100% of Assured Guaranty (UK) Ltd., a United Kingdom (“UK”}
incorporated company licensed as a UK insurance company. '

* AG Re is incorporated under the laws of Bermuda and is licensed as a Class 3 Insurer and 2
Long-Term Insurer under the Insurance Act 1978 and refated regulations of Bermuda. AG Re
owns Assured Guaranty Overseas US Holdings Inc., a Delaware corporation, which owns the
entire share capital of a Bermuda reinsurer, Assured Guaranty Re Overseas Lid. (“AGRO").
AGRO, in turn, owns Assured Guaranty Mortgage Insurance Company (“Assured Guaranty
Mortgage”), a New York corporation. AG Re and AGRO underwrite financial guaranty and
residential mortgage reinsurance. AG Re and AGRO write business as direct reinsurers of third-
party primary insurers and as reinsurers/retrocessionaires of certain affiliated companies. Under
a reinsurance agreement, the reinsurer, in consideration of a premium paid to it, agrees to
indemnify another insurer, called the ceding company, for part or all of the liability of the
ceding company under one or more insurance policies that the ceding company has issued.

* AGFOL, based in the UK, is regulated by the Financial Services Authority as an Arranger that
markets and sources derivative transactions. AGFOL does not take risk in the transactions it
arranges or places, and may not hold funds on behalf of its customers.

Our Operating Segments

Our financial results include four principal business segments: financial guaranty direct, financial
guaranty reinsurance, mortgage guaranty and other. We primarily conduct our business in the United




States, Bermuda and the European community. The following table sets forth our gross written
premiums by segment for the periods presented:

Gross Written Premiums By Segment
Year Ended December 31,
2007 2006 2005
($ in millions)

Financial guaranty direct:

Structured finance . . ... ... ... . .. $1226 § 888 § 75.1
Publicfinance . . ......... ... ... ... ... . ... .. 126.0 1004 21.1
Total financial guaranty direct . ... .............. 2486  189.2 96.2
Financial guaranty reinsurance:
Structured finance . . .. ... ... 432 3.7 35.1
Publicfinance . ... ....... ... ... ... ... ... ..., 207.8 92.2 62.9
Total financial guaranty reinsurance ............. 2510 1239 98.0
Mortgage guaranty ... ... oo vt 2.7 8.4 25.7
Total financial guaranty gross written premiums . . . .. 5024 3216 2199
Other ... ... . e 3.5 4.1 322
Total ... .o $505.9 $325.7 $252.1

Financial Guaranty Direct

Financial guaranty direct insurance provides an unconditional and irrevocable guaranty that
protects the holder of a financial obligation against non-payment of principal and interest when due.
Financial guaranty insurance may be issued to the holders of the insured obligations at the time of
issuance of those obligations, or may be issued in the secondary market to holders of public bonds and
structured securities. Both issuers of and investors in financial instruments may benefit from financial
guaranty insurance. Issuers benefit because the insurance may have the effect of lowering an issuer’s
cost of borrowing to the extent that the insurance premium is less than the value of the difference
between the yield on the insured obligation (which carries the credit rating of the insurer) and the yield
on the obligation if sold on the basis of its uninsured credit rating. Financial guaranty insurance also
improves the marketability of obligations issued by infrequent or unknown issuers, as well as obligations
with complex structures or backed by asset classes new to the market. Investors benefit from increased
liquidity in the secondary market, added protection against loss in the event of the obligor’s default on
its obligation, and reduced exposure to price volatility caused by changes in the credit quality of the
underlying issue.

As an alternative to traditional financial guaranty insurance, credit protection relating to a
particular security or issuer can be provided through a credit derivative, such as a credit default swap.
Under the terms of a credit default swap, the seller of credit protection makes a specified payment to
the buyer of credit protection upon the occurrence of one or more specified credit events with respect
to a reference obligation or entity. Credit derivatives typically provide protection to a buyer rather than
credit enhancement of an issue as in traditional financial guaranty insurance. Credit derivatives may be
preferred by some customers because they generally offer ease of execution and standardized terms.

Financial guaranty direct products are generally provided for structured finance and public finance
obligations in the U.S. and international markets.

Structured Finance—Structured finance obligations in both the U.S. and international markets are
generally backed by pools of assets, such as residential mortgage loans, consumer or trade receivables,
securities or other assets having an ascertainable cash flow or market value, which are generally held by
a special purpose issuing entity. Structured finance obligations can be “funded” or “synthetic.” Funded
structured finance obligations generally have the benefit of one or more forms of credit enhancement,




such as over-collateralization and excess cash flow, to cover credit risks associated with the related
assets. Synthetic structured finance obligations generally take the form of credit derivatives or credit
linked notes that reference a pool of securities or loans, with a defined deductible to cover credit risks
associated with the referenced securities or loans. ,

Public Finance—Public finance obligations in both the U.S. and international markets consist
primarily of debt obligations issued by or on behalf of states or their political subdivisions (counties,
cities, towns and villages, utility districts, public universities and hospitals, public housing and
transportation authorities), other public and quasi public entities, private universities and Ihospltals and
investor owned utilities. These obligations generally are supported by the taxing authorityiof the issuer,
the issuer’s or underlying obligor’s ability to collect fees or assessments for certain projects or public
services or revenues from operations. This market also includes project finance obligations, as well as
other structured obligations supporting infrastructure and other public works projects.

Financial Guaranty Reinsurance

Financial guaranty reinsurance indemnifies a primary insurance company against part of a loss that
the latter may sustain under a policy that it has issued. The reinsurer may itself purchase reinsurance
protection (“retrocessions”) from other reinsurers, thereby reducing its own exposure.

Reinsurance agreements take two major forms: “treaty” and “facultative.” Treaty reinsurance
requires the reinsured to cede, and the reinsurer to assume, specific classes of risk underwritten by the
ceding company over a specified period of time, typically one year. Facultative reinsurance is the
reinsurance of part of one or more specified policies, and is subject to separate negotiation for each
cession. |

Financial Guaranty Portfolio

The principal types of obligations covered on a global basis by our financial guaranty direct and
our financial guaranty reinsurance businesses are structured finance and public finance obhgatlons
Because both businesses involve similar risks, we analyze and monitor our financial guaranty direct
portfolio and our financial guaranty reinsurance portfolio on a unified process and procedure basis. In
the tables that follow, our reinsurance par outstanding on treaty business is reported on & one-quarter
lag due to the timing of receipt of reports prepared by our ceding companies. Our 2007 and 2006
reinsurance par outstanding on facultative business is reported on a current quarter basis while 2005 is
reported on a one-quarter lag. The following table sets forth our financial guaranty net par outstandirg
by product line:

Net Par Outstanding By Product Line ,
As of December 31,

2007 2006 2005
($ in billions)

U.S. Public Finance: ‘
DHEECE « v v oo oo e e e e et e e e i, 875 % 35 8% 30

REIDSUTANCE . . o oo v ittt i amaa st e e naananennan 744 48.8 - 47.7
Total U.S. public finance . .......... ... . ovvl. 81.9 523 508
U.S. Stroctured Finance: '
| B3] T S SRR 65.0 445 - 289
ReiMSUIANCE . . . vt it et ittt v rn e et e e 8.9 7.1 9.7
Total U.S. structured finance, . .................... 73.8 51.6 38.6
International: .
9 11 7= v A 30.6 199 , 64
REIMSUIANCE . o v ottt it et te e eeee et e e e e 14.0 8.5 6.7
Total international . . ...... ... ... ... i i 445 284 13.1
Total net par outstanding(1) .. ........ ... .. . ... $200.3 51323 81025

(1) Some amounts may not add due to rounding.




US. Structured Finance Obligations—We insure and reinsure a number of different types of U.S.
structured finance obligations, including the following:

Pooled Corporate Obligations—These include securities primarily backed by various types of
corporate debt obligations, such as secured or unsecured bonds, bank loans or loan participations
and trust preferred securities. These securities are often issued in “tranches,” with subordinated
tranches providing credit support to the more senior tranches. Qur financial guaranty exposures
generally are to the more senior tranches of these issues.

Prime Mortgage-Backed and Home Equity—These include obligations backed by closed-end
first mortgage loans and closed- and open-end second mortgage loans or home equity loans on
one-to-four family residential properties, including condominiums and cooperative apartments.

Consumer Receivables—These include obligations backed by non-mortgage consumer
receivables, such as automobile loans and leases, credit card receivables and other consumer
receivables. Credit support is generally derived from the cash flows generated by the underlying
obligations, as well as property, automobile or equipment vatues as applicable. Additional credit
protection for our exposure may be in the form of over-collateralization, excess spread, cash
reserves, first loss letters of credit, subordinated securities or a combination of the foregoing.

Commercial Receivables—Thesc include obligations backed by equipment loans or leases, fleet
auto financings, business loans and trade receivables. Credit support is derived from the cash flows
generated by the underlying obligations, as well as property or equipment values as applicable.
Additional credit protection for our exposure may be in the form of over-collateralization, excess
spread, cash reserves, first loss letters of credit, subordinated securities or a combination of the
foregoing.

Subprime Mortgage-Backed and Home Equity—These include obligations backed by
closed-end first mortgage loans and closed- and open-end second mortgage loans or home equity
loans on one-to-four family residential properties, including condominiums and cooperative
apartments, made to subprime borrowers. A subprime borrower is a borrower with higher risk
characteristics, usually as determined by credit score and/or credit history. Subprime mortgage-
backed and home equity transactions benefit from higher levels of structured credit protection
through subordination and/or excess spread.

Commercial Mortgage-Backed Securities—These include debt instruments that are backed by
pools of commercial mortgages. The collateral supporting commercial mortgage-backed securitics
include hotel properties, retail properties, office buildings and industrial properties.

Structured Credit—These include whole business securitizations and intellectual property
securitizations. Whole business securitizations are obligations backed by revenue-producing assets
sold to a limited-purpose company by an operating company, including franchise agreements, lease
agreements, intellectual property and real property.

Insurance Securitizations—These include bonds secured by the future earnings from pools of
various types of insurance/reinsurance policies and income produced by invested assets.

Other Structured Finance—Other structured financé exposures in our portfolio include bonds
or other securities backed by assets not generally described in any of the other described
categories.




The following table sets forth our U.S. structured finance direct and reinsurance gross par written
by asset type (stated as a percentage of total U.S. structured finance direct and reinsurance gross par)
for the periods presented:

U.S. Structured Finance Gross Par Written by Asset Type

Year Ended December 31,

2007 2006 2005
($ in billions)
Pooled corporate obligations . . ................... 409% 492% 53.9%
Prime mortgage-backed and home equity ........... 240%  57% 245%
Consumer receivables . . . . ......... ... ... ... ... 13.9% 59% ' 3.0%
Commercial receivables . ............. ... ... ... 68% 21% 45%
Subprime mortgage-backed and home equity . ... ... .. 48% 164%  56%
Commercial mortgage-backed securities. . .. ......... 41% 141%  38%
Structured credit .. ... i e 29% 42% L%
Insurance securitizations . . . . ............ .. ...... 2.2% 21% —
Other structured finance ....................... 0.4% 03% . 3.0%
Total ... .. e e 100.0% 100.0% 100.0%
Total U.S. structured finance gross par written . .. ... $36.0  $282  $15.8

The following table sets forth our U.S. structured finance direct and reinsurance net par
outstanding by asset type (stated as a percentage of total U.S. structured finance direct and reinsurance
net par outstanding) as of the dates indicated: -

U.S. Structured Finance Net Par Ouitstanding by Asset Type
{
As of December 31,
2007 2006 ' 2005
($ in billions)

Pooled corporate obligations ........................ 458% 49.6%: 49.7%
Prime mortgage-backed and home equity . .............. 152% 94% 14.1%
Subprime mortgage-backed and home equity. . ........... 9.5% 124% 109%
Consumer receivables . ............ .. ... ... . 89% 52% 63%
Commercial mortgage-backed securities .. .............. 8.1% 105% 6.1%
Commercial receivables . ......... ... ..., 71% 47% 52%
Structured credit .. ...... ... . . e e 21% 30% 29%
Insurance securitizations ..............coouivnianas . 1.6% 15%, —
Other structured finance .. ...... ... 1.7% 3.7% 4.8%
TOAL o\ v e e e e e 100.0% 100.0% 100.0%
Total U.S. structured finance par outstanding . . ......... $73.8 $51.6 $38.6




The table below shows our ten largest financial guaranty U.S. structured finance direct and
reinsurance exposures by’ revenue source as a percentage of total financial guaranty net par outstanding
as of December 31, 2007:

Ten Largest U.S. Structured Finance Exposures

Percent of Total
Net Par Net Par
Outstanding OQutstanding Rating(1)

(% in millions)

Discover Card Master Trust 1

Series A.................. $1,200 0.6% AAA
Deutsche Alt-A Securities

Mortgage Loan 2007-2 ... .. .. 1,130 0.6% AAA
Field Point III & IV, Limited . . .. 912 0.5% , AA-
Field Point I & II, Limited . . . . .. 805 - 04% AA-
Countrywide Home Equity Loan

Trust 2007-D . ............. 757 0.4% BB
Private—Pooled Corporate '

Obligations . ......... [ 747 0.4% AAA
Mortgagelt Securities Corp.

Mortgage Loan 2007-2 ....... 728 0.4% AAA [ Super senior
Private—Pooled Corporate

Obligations . .............. 713 0.4% AAA
Ares Enhanced Credit

Opportunities Fund ... ... ... 664 0.3% AAA
Private—Pooled Corporate

Obligations . .............. 660 0.3% AAA

Total of top ten U.S. structured

finance exposures ......... $8,316 4.3%

(1) The Company’s internal rating. The Company's scale is comparable to that of the
nationally recognized rating agencies. The super senior category, which is not generally
used by rating agencies, is used by the Company in instances where the Company’s
AAA-rated exposure has additional credit enhancement due to either (1) the existence of
another security rated AAA that is subordinated to the Company’s exposure or (2) the
Company’s exposure benefits from a different form of credit enhancement that would pay
any claims first in the event that any of the exposures incurs a loss, and such credit
enhancement, in management’s opinion, causes the Company’s attachment point to be
materially above the AAA attachment point.
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U.S. Public Finance Obligations—We insure and reinsure a number of different types of U.S. public

obligations, inciuding the following: |

General Obligation Bonds—These include full faith and credit bonds that are issued by states,
their political subdivisions and other municipal issuers, and are supported by the genl‘:ral obligation
of the issuer to pay from available funds and by a pledge of the issuer to levy ad valorem taxes in
an amount sufficient to provide for the full payment of the bonds.

Tax-Backed Bonds—These include a variety of obligations that are supported by, the issuer
from specific and discrete sources of taxation and include tax-backed revenue bonds, general fund
obligations and lease revenue bonds. Tax-backed obligations may be secured by a lien on specific
pledged tax revenues, such as a gasoline or excise tax, or incrementally from growth in property tax
revenue associated with growth in property values. These obligations also include obligations
secured by special assessments levied against property owners and often benefit from issuer
covenants to enforce collections of such assessments and to foreclose on delinquent properties.
Lease revenue bonds typically are general fund obligations of a municipality or other governmental
authority that are subject to annual appropriation or abatement; projects financed and subject to
such lease payments ordinarily include real estate or equipment serving an essential pubhc
purpose. Bonds in this category also include moral obligations of municipalities or gqvernmentai
authorities. i

Healthcare Bonds—These include obligations of healthcare facilities including community
based hospitals and systems. In addition to healthcare facilities, obligors in this category include a
small number of health maintenance organizations and long-term care facilities. {

Transportation Bonds—These include a wide varicty of revenue-supported bonds such as
bonds for airports, ports, tunnels, municipal parking facilities, toll roads and toll brldges

Municipal Utility Bonds—These include the obligations of all forms of municipal utilities,
including electric, water and sewer utilities and resource recovery revenue bonds. These utilities
may be organized in various forms, including municipal enterprise systems, aulhormes or joint
action agencies.

Higher Education Bonds—These include obligations secured by revenue collected by cither
public or private secondary schools, colleges and universities. Such revenue can encompass ail of
an institution’s revenue, including tuition and fees, or in other cases, can be specifically restricted
to certain auxiliary sources of revenue. y

Housing Revenue Bonds—These include obligations relating to both single and jmulti -family
housing, issued by states and localities, supported by cash flow and, in some cases, insurance from
such entities as the Federal Housing Administration.

Investor-Owned Utility Bonds—These include obligations primarily backed by investor-owned
utilities, first mortgage bond obligations of for-profit electric or water utilities providing retail,
industrial and commercial service, and also include sale-leaseback obligation bonds supported by
such entities.

Other Public Bonds—These include other debt issued, guaranteed or otherwise supported by
U.S. national or local governmental authorities, as well as student loans, revenue bonds, and
obligations of some not-for-profit organizations. ‘




The following table sets forth our U.S. public finance direct and reinsurance gross par written by
bond type (stated as a percentage of total U.S. public finance direct and reinsurance gross par written)
for the years presented:

U.S. Public Finance Gross Par Written by Asset Type

Year Ended December 31,
2007 2006 2005
($ in billions)

General obligation .. ................. ... ....... 251% 283% 26.0%
Tax-backed . .. ... .. .. ... 229% 283% 322%
Healthcare . .. ........ ... ... ... . . ... 131% 201%  3.0%
Transportation .. ... ... ..ttty 104%  53% 17.2%
Municipal utilities. . ... ....... ... ... ... ..., 89% 109% 99%
Higher education . ............................. 13% 30% 53%
Housing . . ... ... ... .. i 3.1% 04% 14%
Investor-owned utilities . .. ........ ... . ... ... .. 22% 32% 3.6%
Other public finance . . .................. ... ..... 70% 05% 14%
Total ... e 100.0% 100.0% 100.0%
Total U.S. public finance gross par written .......... $348 $ 69 3§ 6.0

The following table sets forth our U.S. public finance direct and reinsurance net par outstanding
by bond type (stated as a percentage of total U.S. public finance direct and reinsurance net par
outstanding) as of the dates indicated:

U.S. Public Finance Net Par Outstanding by Asset Type

As of December 31,

2007 2006 2005
($ in billions)

General obligation .. ........... . ... ... . .. .... 248% 243% 23.6%
Tax-backed . . ... ... ... e 21.7% 22.6% 21.0%
Municipal wtilities. . .. .. ... oL o 142% 185% 204%
Healthcare . . . ... ... ... ... ... ... .. ... 127% 12.6% 11.8%
Transportation .......... ..ttt 122% 120% 12.6%
Highereducation ............. ... .. ... ........ 45% 24% 23%
Investor-owned utilities . . . . ........... ... ... ..., 28% 3.0% 28%
Housing . ........ ..o 25% 21% 23%
Other publicfinance . . . ......... ... ... .. ....... 4.6% 25% 32%

Total . ... ... e 100.% 100.0% 100.0%

Total U.S. public finance net par outstanding ........ $ 819 §$523 § 508




The table below shows our ten largest financial guaranty U.S. public finance direct and reinsurance
exposures by revenue source as a percentage of total financial guaranty net par outstanding as of
December 31, 2007:

Ten Largest U.S. Public Finance Exposures

Percent of Total
Net Par Net Par
Outstanding Qutstanding Riting{1)

($ in millions)

State of California General Obligation &

Leases . v vi v i e e $1,311 0.7% A+
City of Chicago General Obligation & Leases . 913 0.5% AA-
New York City General Obligation & Leases . . 894 0.4% A+
Commonwealth of Puerto Rico General

Obligation & Leases . ................. 822 0.4% BBB-
State of Washington General Obligation . . ... 803 0.4% AA
Denver International Airport System........ 765 0.4% A+
Los Angeles Unified School District .. ... ... 749 0.4% AA
State of New Jersey General Obligation &

Leases . . ... e 687 0.3% AA-
Commonwealth of Massachusetts General

Obligation & Bay Transportation . .. ...... 685 0.3% AA-
State of New York General Obligation &

Leases . oo v v i i e i e e 676 0.3% AA
Total of top ten U.S. public finance exposures . $8,305 4.1% |

(1) The Company’s internal rating. The Company’s scale is comparable to that of the
nationally recognized rating agencies. The super senior category, which is not generally
used by rating agencies, is used by the Company in instances where the Company’s
AAA-rated exposure has additional credit enhancement due to either (1) the existence of
‘ another security rated AAA that is subordinated to the Company’s exposure or (2) the

Company’s exposure benefits from a different form of credit enhancement that would pay
any claims first in the event that any of the exposures incurs a loss, and such credit
enhancement, in management’s opinion, causes the Company’s attachment point to be
materially above the AAA attachment point. '

\ International Obligations—We insure and reinsure a number of different types of international
public and structured obligations, including the following: ‘

Infrastructure and pooled infrastructure—These include obligations issued by a variety of
entities engaged in the financing of international infrastructure projects, such as roads, airports,
ports, social infrastructure, and other physical assets delivering essential services supported either
by long-term concession arrangements with a public sector entity or a regulatory regime. The
majority of our international infrastructure business is conducted in the UK.

Pooled Corporate Obligations—These include securitics primarily backed by pooled corporate
debt obligations, such as corporate bonds, bank loans or loan participations and trust preferred
securities. These securities are often issued in “tranches,” with subordinated tranches providing
credit support to the more senior tranches. Our financial guaranty exposures generally are to the
more senior tranches of these issues.




Regulated Utilities—These include obligations issued by government-regulated providers of
essential services and commodities, including electric, water and gas utilities. The majority of our
international regulated utility business is conducted in the UK.

Mortgage-Backed and Home Equity-—These include obligations backed by closed-end first
mortgage loans and closed- and open-end second mortgage loans or home equity loans on
residential properties. The mortgage loans supporting international mortgage-backed transactions
insured by us are primarily made to prime borrowers.

Public Finance—These include obligations of local, municipal, regional or national
governmental authorities or agencies.

Commercial Receivables—These include obligations backed by equipment loans or leases, fleet
auto financings, business loans and trade receivables. Credit support is derived from cash flows
generated by the underlying obligations as well as property and equipment values as applicable.
Additional credit protection for our exposure may be in the form of over-collateralization, excess
spread, cash reserves, first loss letters of credit, subordinated securities or a combination of the
foregoing.

Commercial Mortgage-Backed Securities—These include debt instruments that are backed by
pools of commercial mortgages. The properties backing commercial mortgage-backed securities
include hotel properties, retail properties, office buildings and industrial properties.

Future Flow—These include obligations supported by future receivables generated by financial
flows (foreign remittances and foreign credit card flows), and by future receivables generated by
commodity flows (future oil and gas, minerals, or refined product production). Such receivables are
typically generated in emerging market countries. Payments due to the issuer are made in the
United States or other developed countries and deposited into accounts in such countries. The
issuer assigns such receivables to an offshore special purpose vehicle that issues notes backed by
such flows.,

Insurance Securitizations—These include bonds secured by the future earnings from pools of
various types of insurance/reinsurance policies and income produced by invested assets.

Structured Credit—These include whole business securitizations and intellectual property
securitizations. Whole business securitizations are obligations backed by revenue-producing assets
sold to a limited-purpose company by an operating company, including franchise agreements, lease
agreements, intellectual property and real property.

Consumer receivables—These include obligations backed by non-mortgage consumer
receivables, such as automobile loans and leases, credit card receivables and other consumer
receivables. Credit support is generally derived from the cash flows generated by the underlying
obligations, as well as property, automobile or equipment values as applicable. Additional credit
protection for our exposure may be in the form of over-collateralization, excess spread, cash
reserves, first loss letters of credit, subordinated securities or a combination of the foregoing.

Other International Structured Finance—Other international structured finance exposures in
our portfolio include bonds or other securities backed by asscts not generally described in any of
the other described categories.
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The following table sets forth our international direct and reinsurance gross par written by bond
type (stated as a percentage of total international direct and reinsurance gross par written) for the
years presented:

International Gross Par Written by Asset Type

Year Ended December 31,
2007 2006 "2005
($ in billions) '

Pooled corporate obligations . . ............... ... .. 31.0% 16.6% ' 17.8%
Infrastructure and pooled infrastructure . .. ........... 193% 34.1% ( 192%
Regulated utilities. .. ... ........ . .o i 182% 17.5% , —
Mortgage-backed and home equity ................. 159% 175% 25.8%
Commercial receivables. . ................... . ..., 50% 22% 55%
Public finance ........... ... ... .. . . .. 43% 2.6% 69%
Consumer receivables ... ....... ... ... ... ... 20% @ — . -
Commercial mortgage-backed securities . . ... ......... 18% 42% —
Future flow . .......... .. ... ... ... o o oL 15% 18% . 19%
Structured credit . ... ... 06% — 187%
Insurance securitizations . . . ... ... oL - 2% 0 —
Other international structured finance . .............. 04% 03% (1.8Y%
Total ... e 100.0% 100.0% 100.0%
Total international gross par written . . . ............ $173 $159 § 44

The following table sets forth our international direct and reinsurance net par outstanding by bond
type (stated as a percentage of total international direct and reinsurance net par outstanding) as of the
dates indicated:

International Net Par Outstanding by Asset Type

As of December 31,
2007 2006 2005
{$ in billions)

Infrastructure and pooled infrastructure . .. ....... .. .. 26.0% 29.1% 264%
Pooled corporate obligations . . .. ... ... .. ... . ... 190% 12.6% 16.1%
Regulated utilities. . . ... ... ... oo i 18.7% 168%  —
Mortgage-backed and home equity ................. 16.5% 176% 16.3%
Public finance ........... ... ciiiiiiiinon.. 45% 42% 111%
Commercial receivables. . . ....................... 43% 3.8% 10%
Commercial mortgage-backed securities . . . ........... 28% 38% 09%
Future flow . ....... ... .. . . . i 23% 36% 11%
Insurance securitizations . . ............. ... ....... 19% 33% —
Structured credit ........ ... .. 13% 21% 8.8%
Consumer receivables . .. ... ... ... Lo L 08% 04% '1.1%
Other international structured finance . . ............. 1.7% 27% 52%
Total ........ bee e 100.0% 100.0% 100.0%
Total international net par outstanding . . ........... $445 § 284 § 131
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The table below shows our ten largest financial guaranty international direct and reinsurance
exposures by revenue source as a percentage of total financial guaranty net par outstanding as of
December 31, 2007:

Ten Largest International Exposures

Net Par
Outstanding

Percent of Total
Net Par
Outstanding

Rating(1)

Private—Prime European RMBS . .. .. .. $ 1,561
Graphite Mortgages PLC Provide Graphite

2005-2 L. 1,277
Permanent Master Issuer PLC .. ... .. .. 1,157
Essential Public Infrastructure Capital 11 . 1,153
Essential Public Infrastructure Capital 11 . . 1,122
Paragon Mortgages (No.13) PLC . .. .. .. 960
Granite Master Issuer PLC ... ... ..... 910
International Infrastructure Pool ... .. .. 873
International Infrastructure Pool . ... ... 873
International Infrastructure Pool ... .... 813
Total of top ten international exposures .. $10,699

($ in millions)

0.8%

0.6%
0.6%
0.6%
.6%
0.5%
0.5%
0.4%
0.4%
0.4%

5.4%

AAA / Super senior

AAA / Super senior
AAA

AAA [ Super senior

AAA [/ Super senior

AAA

AAA

Super senior

Super senior

Super senior

AAA Y/
AAA/
AAA Y

(1) The Company’s internal rating. The Company’s scale is comparable to that of the

nationally recognized rating agencies. The super senior category, which is not generally

used by rating agencies, is used by the Company in instances where the Company’s

AAA-rated exposure has additional credit enhancement due to either (1) the existence of
another security rated AAA that is subordinated to the Company’s exposure or (2) the
Company’s exposure benefits from a different form of credit enhancement that would pay

any claims first in the event that any of the exposures incurs a loss, and such credit

enhancement, in management’s opinion, causes the Company’s attachment point to be

materially above the AAA attachment point.

Financial Guaranty Portfolio by Internal Rating

The following table sets forth our financial guaranty portfolio as of December 31, 2007 by internal

rating:

Financial Guaranty Portfolio by Internal Rating

Rating Category(1)

(1) The Company’s internal rating. The Company’s scale is comparable to that of the nationally
recognized rating agencies. The super senior category, which is not generally used by rating
agencies, is used by the Company in instances where the Company's AAA-rated exposure
has additional credit enhancement due to either (1) the existence of another security rated

Percent of Total

Net Par Net Par
Outstanding Outstanding
{$ in billions)

e $ 364 18.2%
e 473 23.6%
Cea 384 19.2%
ce 49.2 24.6%
Cea 26.9 13.4%
cea 2.1 1.1%
e $200.3 100.0%

AAA that is subordinated to the Company’s exposure or (2) the Company’s exposure

benefits from a different form of credit enhancement that would pay any claims first in the

event that any of the exposures incurs a loss, and such credit enhancement, in

management’s opinion, causes the Company’s attachment point to be materially above the

AAA attachment point.
(2) Percent total does not add due to rounding.
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Financial Guaranty Portfolio by Geographic Area

The following table sets forth the geographic distribution of our financial guaranty p?rtfolio as of

December 31, 2007:

Financial Guaranty Portfolio by Geographic Area

United States:
California .. ... . e e,
New York ..o oo e s e e e

Texas ... e e
Hlinois . ... ... i i e
Massachusetts .. ........ ... ... .. . i iy
Pennsylvamia . ....... ... ... i,
New Jersey ... ..o it
Washington . ... .. ... . e
Michigan. .. ........ ... . i i
Other States . ... ...ttt
Mortgage and structured (multiple states) .. ........

Total US.(1) .. ..o e
International . . ... ..... ... ...

(1) Percent total does not add due to rounding.

Financial Guaranty Portfolio by Issue Size

Net Par
QOutstanding

Percent 6! Total
Net Par
Outstanding

($ in billions)

6.5%

$ 13,068 |
7,351 3.7%
6,403 32%
4,718 2.4%
4,243 21%
3,763 1.9%
3,509 1.8%
2,613 1.3%
2,540 1:3%
2,300 1.1%
31,405 15.7%
73,820 36,9%
155,733 77.8%
44,546 222%

$200,279

100.0%

We seek broad coverage of the market by insuring and reinsuring small and large issues alike. The
following table sets forth the distribution of our portfolio as of December 31, 2007 by original size of

our exposure:

Financial Guaranty Pertfolio by Issue Size

Percent of Total

Number of Number of

Net Par

% of Total
Net Par

Outstanding  OQutstanding

($ in billions)

Original Par Amount Per Issue Issues Issues
Less than $10.0 million. . ... ... 5,565 67.0%
$10.0 through $24.9 million. . . . . 879 10.6%
$25.0 through $49.9 million. . . . . 672 8.1%
$50.0 million and above . ... ... 1,187 14.3%
Total . ........ ..ot 8,303 100.0%
13

$ 62
9.3
17.4
167.4

$200.3

8.1%
4.6%
8.7%
_83.6%

100.0%




Financial Guaranty Portfolio by Source

The following table sets forth our financial guaranty portfolio as of and for the year ended
December 31, 2007 by source:

Financial Guaranty Portfolio by Source

Gross Par  Gross Par

Written In Force
(% in billions)

Direct . ... e e $1569  $107.4
Reinsurance:

Financial Security Assurance Inc .. ................... 571 29.8

Ambac Assurance Corporation. . .. ................... 538 40.1

MBIA Insurance Corporation ....................... 455 103

Financial Guaranty Insurance Company ................ 356 13.8

Other ceding companies . ...............0.......... 10.9 3.5

Total Reinsurance . . . ....... ... ... 2029 97.5

Total ..o e $359.8 $204.9

Mortgage Guaranty Insurance(Reinsurance

Mortgage guaranty insurance is a specialized class of credit insurance that provides protection to
mortgage lending institutions against the default of borrowers on mortgage loans that, at the time of
the advance, had a loan-to-value (“LTV™) in excess of a specified ratio. In the United States,
governmental agencies and private mortgage guaranty insurance compete in this market, while some
lending institutions choose to sclf insure against the risk of loss on high LTV mortgage loans.

Reinsurance in the mortgage guaranty insurance industry is used to increase the insurance capacity
of the ceding company, to assist the ceding company in meeting applicable regulatory and rating agency
requirements, to augment the financial strength of the ceding company, and to manage the ceding
company’s risk profile.

~ The U.S. private mortgage guaranty insurance industry, composed of only monoline insurance
companies as required by law, provides two basic types of coverage: primary insurance, which protects
lenders against default on individual residential mortgage loans by covering losses on such loans to a
stated percentage, and pool insurance, which protects lenders against loss on an underlying pool of
individual mortgages by covering the full amount of the loss (less the proceeds from any applicable
primary coverage) on individual residential mortgage loans in the pool, with an aggregate limit usually
expressed as a percentage of the initial loan balances in the pool. Primary and pool insurance are used
to facilitate the sale of mortgage loans in the secondary mortgage market, principally to the Federal
National Mortgage Association (“Fannie Mae™) and the Federal Home Loan Mortgage Corporation
(“Freddie Mac™). Fannie Mae and Freddie Mac provide indirect funding for approximately half of all
mortgage loans originated in the United States. Fannie Mae and Freddie Mac are prohibited by their
charters from purchasing mortgage loans with LTV’s of greater than 80% unless the loans are insured
by a designated mortgage guaranty insurer or some other form of credit enhancement is provided. In
addition, pool insurance is often used to- provide credit support for mortgage-backed securities and
other secondary mortgage market transactions.

Mortgage guaranty reinsurance comprises the bulk of our in force mortgage business. We have
provided reinsurance of primary mortgage insurance and pool insurance in the United States on a
quota share and excess of loss basis. Quota share reinsurance describes all forms of reinsurance in
which the reinsurer shares in a proportional part of the original premiums and losses of the business
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ceded by the primary company (subject to a ceding commission). Excess of loss reinsurance refers to
reinsurance which indemnifies the ceding company for that portion of the loss that exceehs an agreed
upon “retention.” There has been a decrease in demand for our quota share mortgage guaranty
reinsurance products over the last five years, as primary mortgage insurers have expanded their capital
bases.

We have been a leading provider of excess of loss reinsurance to lender captives and third party
insurers in the United Kingdom. There is not a consistent demand for mortgage insurance guaranty
(“MIG") reinsurance in the United Kingdom although business opportunities may arise from time to
time. We have entered into multi year reinsurance arrangements with several lenders and. third party
insurers.

We have also participated in the mortgage reinsurance markets in Ireland, Hong Kong and
Australia. We have participated in these markets on an excess of loss basis with high attachment points
and believe that our risk of loss on these transactions is remote.

The mortgage guaranty segment has a decreasing portfolio and is opportunistic with limited
possibilities for new business due to our change in business strategy and the overall market for
mortgage insurance. New business in this segment will be generated at irregular intervals.

Mortgage Fortfolio

| The following table sets forth our mortgage insurance and reinsurance risk in force by geographic
| region as of December 31, 2007:
|

Mortgage Guaranty Risk In Force By Geographic Region

|
Risk In Force  Percent
($ in millions)

United Kingdom . .. ... . .. o i $ 865.0 71.5%
Treland . . ... ..o 1529 "1379%
United SEates ... ..o i it e 98.3 - B.8%

Total . ... e $1,116.2 100.0%

The following table sets forth our mortgage guaranty risk in force by treaty type as of
December 31, 2007:

Mortgage Guaranty Risk In Force By Treaty Type

Risk In Force  Percent
($ in millions)

Excess of l0SS . ..o o v i i e e $1,112.9 99.7%
Quotashare . ... ... ... ... .. . i 33 0.3%
Total . ... e $1,116.2 100.0%
|
Other

We have participated in several lines of business that are reflected in our historical financial
statements, but that we exited, including equity layer credit protection, trade credit reinsurance, title
reinsurance, and auto residual value reinsurance. '
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Underwriting

The underwriting, operations and risk management guidelines, policies and procedures of our
insurance and reinsurance subsidiaries are tailored to their respective businesses, providing multiple
levels of credit review and analysis.

Exposure limits and underwriting criteria are established, as appropriate, for sectors, countries,
single risks and in the case of structured finance obligations, servicers. Single risk limits are established
in relation to the Company’s capital base and are based on our assessment of potential severity of loss
as well as other factors. Sector limits are based on our assessment of intra sector correlation, as well as
other factors. Country limits are based on long term foreign currency ratings, history of poelitical
stability, size and stability of the economy and other factors.

Critical risk factors for proposed public finance exposures include, for example, the credit quality
of the issuer, the type of issue, the repayment source, security pledged, the presence of restrictive
covenants, and the issue’s maturity. Underwriting consideration for exposures inctude (1) class,
reflecting economic and social factors affecting that bond type, including the importance of the
proposed project, (2) the financial management of the project and of the issuer, and (3) various legal
and administrative factors. In cases where the primary source of repayment is the taxing or rate setting
authority of a public entity, such as general obligation bonds, transportation bonds and municipal utility
bonds, emphasis is placed on the overall financial strength of the issuer, the economic and demographic
characteristics of the taxpayer or ratepayer base and the strength of the legal obligation to repay the
debt. In cases of quasi-public entities such as healthcare bonds and private higher education bonds,
emphasis is placed on the financial stability of the institution, its competitive position and its
management,

Structured finance obligations generally present three distinct forms of risk: (1) asset risk,
pertaining to the amount and quality of assets underlying an issue; (2) structural risk, pertaining to the
extent to which an issue’s legal structure provides protection from loss; and (3) execution risk, which is
the risk that poor performance by a servicer contributes to a decline in the cash flow available to the
transaction. Each risk is addressed in turn through our underwriting process. Generally, the amount
and quality of asset coverage required with respect to a structured finance exposure is dependent upon
the historic performance of the subject asset class, or those assets actually underlying the risk proposed
to be insured or reinsured. Future performance expectations are developed from this history, taking
into account economic, social and political factors affecting that asset class as well as, to the extent
feasible, the subject assets themselves. Conclusions are then drawn about the amount of
over-collateralization or other credit enhancement necessary in a particular transaction in order to
protect investors (ind therefore the insurer or reinsurer) against poor asset performance. In addition,
structured securities usually are designed to protect investors (and therefore the guarantor) from the
bankruptcy or insolvency of the entity which originated the underlying assets, as well as the bankruptcy
or insolvency of the servicer of those assets,

For international transactions, an analysis of the country or countries in which the risk resides is
performed. Such analysis includes as assessment of the political risk as well as the economic and
demographic characteristics of the country or countries. For each transaction, we perform an
assessment of the legal regime governing the transaction and the laws affecting the underlying assets
supporting the obligations.

Underwriting Procedures

The Risk Oversight Committee of the Board of Directors oversees our credit underwriting process.
Subject to limits cstablished by the Risk Oversight Committee, the Portfolio Risk Management
Committee implements specific underwriting procedures and limits for the Company. The Portfolio
Risk Management Committee also allocates underwriting capacity among the Company’s subsidiaries.
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The Portfolio Risk Management Committee focuses on the measurement and management of credit,
market and liquidity risk for the overall company and its main operating subsidiaries. It has established
and maintains underwriting limits, policies and procedures and meets at least quarterly to review and
set policy. .

Each insurance, facuilative reinsurance and credit derivative transaction after passing an initial
assessment intended to consider the desirability of the proposed exposure, is assigned to a team
including relevant underwriting and legal personnel. Finance personnel review the proposed exposure
for compliance with applicable accounting standards and investment guidelines. The team reviews the
structure of the transaction, and the underwriter reviews credit issues pertinent to the particular line of
business. In our structured financial guaranty and mortgage guaranty lines, underwriters generally apply
computer models to stress cash flows in their assessment of the risk inherent in a particular transaction.
For reinsurance transactions, stress model results may be provided by the primary insurer. Stress
models may also be developed internally by our underwriting department and reflect both empirical
research as well as information gathered from third parties, such as rating agencies, investment banks
or servicers. Where warranted to assess a particular credit risk properly, we may perform a due
diligence review in connection with a transaction. A due diligence review may include, among other
things, meetings with issuer management, review of underwriting and operational procedures, file
reviews, and review of financial procedures and computer systems. The structure of a transaction is also
scrutinized from a legal perspective by in house and, where appropriate, external counsel, and specialty
legal expertise is consulted when our legal staff deems it appropriate.

Upon completion of underwriting analysis, the underwriter prepares a formal credit report that is
submitted to a credit committee for review. An oral presentation is usually made to the committee,
followed by questions from committee members and discussion among the committee members and the
underwriters. In some cases, additional information may be presented at the meeting or required to be
submitted prior to approval. Signatures of committee members are received and any further
requirements, such as specific terms or evidence of due diligence, are noted. At the discretion of the
Chief Credit Officer, for submissions that are of a relatively low-risk nature or where the transaction is
substantially similar to others that have been submitted in the past, a formal meeting may. be foregone.
A formal submission and signatures of the committee members are required whether a formal meeting
is held or not. U.S. direct business is submitted to AGC’s Credit Committee, which consists of senior
professionals including underwriting officers, the President and Chief Credit Officer and dther senior
officers of AGC. Certain public finance and residential mortgage-backed securities transactlons that
meet specific criteria with respect to size, rating and type of risk, may be eligible for an expedlted
approval process, in which the submission may be approved by two of four designated senior officers of
AGC, one of whom must be either the President or Chief Credit Officer. Transactions submitted by
Assured Guaranty (UK) Ltd. must be approved by Assured Guaranty (UK) Ltd.’s Underwriting
Committee, consisting of senior officers of Assured Guaranty (UK) Ltd,, and by a Superv;isory
Underwriting Committee consisting of the AGC Credit Commitiee, Transactions submitted for
execution in AGRO must be recommended by the AG Intermediary Credit Committee, consisting
substantially of senior officers of AGC including the President and Chief Credit Officer, and approved
by AGRO’s underwriting managers in Bermuda. Transactions submitted for approval within AG Re
must be approved by the AG Re Underwriting Committee, containing senior officers of AG Re,
including the President and Chief Operating Officer. Certain transactions submitted for approval within
AG Re that meet specific criteria with respect to size, rating and type of risk, require further approval
of one of four designated officers of Assured Guaranty Lid.

Treaty Underwriting

The procedures for underwriting treaty business differ somewhat from those for facultative
reinsurance, as we make a forward commitment to reinsure business from a ceding company for a
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specified period of time. Although we have the ability to exclude certain classes or categories of risk
from a treaty, we have a limited ability to control the individual risks ceded pursuant to the terms of
the treaty. As a result, we enter into reinsurance treaties only with ceding companies with proven track
records and after extensive underwriting due diligence with respect to the proposed cedant. Prior to
entering into a reinsurance treaty, we meet with sentor management, underwriters, risk managers, and
accounting and systems personnel of the proposed cedant. We evaluate the ceding company’s
underwriting expertise and experience, capital position, in-force book of business, reserves, cash flow,
profitability and financial strength. We actively monitor ceded treaty exposures, Collected data is
evaluated regularly to detect ceded risks that are inconsistent with our expectations. If appropriate and
permitted under the terms of the treaty, we add exclusions in response to risks identified during our
evaluations. Our surveillance department conducts periodic audits of ¢ach ceding company. The audits
entail review of underwriting and surveillance files, as well as meetings with management, Information .
gathered during these audits is used to re-evaluate treaties at the time of renewal.

Risk Management

The Risk Oversight and Audit Committees of the Board of Directors oversees our risk
management policies and procedures. Within the limits established by the board committees, specific
risk policies and limits are set by the Portfolio Risk Management Committee, which includes members
of senior management and senior Credit and Surveillance officers. As part of its risk management
strategy, the Company may seck to obtain third party reinsurance or retrocessions and may also
periodically enter into other arrangements to alleviate all or a portion of this risk.

Our Risk Management and Surveillance personnel are responsible for monitoring and reporting on
all transactions in the insured portfolio, including exposures in both the Direct and Reinsurance
segments. The primary objective of the surveillance process is to monitor trends and changes in |
transaction credit quality, detect any deterioration in credit quality, and take such remedial actions as .
may be necessary or appropriate. All transactions in the insured portfolio are risk rated, and |
surveillance personnel are responsible for adjusting those ratings to reflect changes in transaction credit
quality. Surveillance personnel are also responsible for managing work-out and loss situations when
necessary. For transactions where a loss is considered probable, surveillance personnel make
recommendations on case loss reserves to a reserve committee. The reserve committee is made up of
the Chief Executive Officer, Chief Financial Officer, Chief Surveillance Officer, General Counsel and
Chief Accounting Officer. The reserve committee considers the recommendations of the surveillance
personnel when reviewing reserve recommendations of our operating subsidiaries.

Direct Businesses

We conduct surveillance procedures to track risk aggregations and monitor performance of cach
risk. The review cycle and scope vary based upon transaction type and credit quality. In general, the
review process includes the collection and analysis of information from various sources, including
trustee and servicer reports, financial statements and reports, general industry or sector news and
analyses, and rating agency reports. For Public Finance risks, the surveillance process includes
monitoring general economic trends, developments with respect to state and municipal finances, and
the financial sitvation of the issuers. For Structured Finance transactions, the surveillance process can
include monitoring transaction performance data and cash flows, compliance with transaction terms and
conditions, and evaluation of servicer or collateral manager performance and financial condition.
Additionally, the Company uses various quantitative tools and models to assess transaction performance
and identify situations where there may have been a change in credit quality. For all transactions,
surveillance activities may include discussions with or site visits to issuers, servicers or other parties to a
transaction.
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Reinsurance Businesses

For transactions in our Reinsurance segment, the primary insurers are responsible for conducting
ongoing surveillance, and our surveillance personnel monitor the activities of the primary insurers
through a variety of means, such as review of surveillance reports provided by the primary insurers, and
meetings and discussions with their analysts. Our surveillance personnel take steps to ensure that the
primary insurer is managing risk pursuant to the terms of the applicable reinsurance agreement. To this
end, we conduct periodic reviews of ceding companies’ surveillance activities and capabilities. That
process may include the review of the primary insurer’s underwriting, surveillance, and claim files for
certain transactions, In the event of credit deterioration of a particular exposure, more frequent reviews
of the ceding company’s risk mitigation activities are conducted. Qur surveillance persontiel also
monitor general news and information, industry trends, and rating agency reports to help focus
surveillance activities on sectors or credits of particular concern. For certain exposures, we also will
undertake an independent analysis and remodeling of the transaction. -

Closely Monitored Credits !

Our surveillance department is responsible for monitoring our portfolio of credits and maintains a
list of closely monitored credits (“CMC”). The closely monitored credits are divided into four
categories: Category 1 (low priority; fundamentally sound, greater than normal risk); Category 2
(medium priority; weakening credit profile, may result in loss); Category 3 (high priority; 'claim/default
probable, case reserve established); Category 4 (claim paid, case reserve established for future
payments). The closely monitored credits include all below investment grade (“BIG”) exposures where:
there is a material amount of exposure (generally greater than $10.0 millicn) or a material risk of the
Company incurring a loss greater than $0.5 million. The closely monitored credits also include
investment grade (“IG”) risks where credit quality is deteriorating and where, in the view of the
Company, there is significant potential that the risk quality will fall below investment grade. As of
December 31, 2007, the closely monitored credits include approximaiely 99% of our BIG exposure, and
the remaining BIG exposure of $19.8 million is distributed across 46 different credits. Other than those
excluded BIG credits, credits that are not included in the closely monitored credit list are categorized
as fundamentally sound risks. The following table provides financial guaranty net par outstanding by
credit monitoring category as of December 31, 2007 and 2006:

As of December 31, 2007 As of December 31, 2006
% of Net . % of Net
Net Par Par # of Credits Net Par Par # of Credits
Description: Qutstanding  Outstanding  in Category  Outstanding Outstnndjng in Category
($ in millions) 1 '
Fundamentally sound risk . . $198,133 98.9% $130,944 99.0%
Closely monitored credits: ‘
Category 1. .......... 1,288 0.6% 36 855 0.6% 43
Category2........... 743 0.4% 12 318 0.29% 13
Category3........... 71 — 16 123 0.1% 18
Category 4. . ......... 24 — 16 22 — 13
CMC total(1l) ....... 2,126 1.1% 80 1,318 1.0% 87
Other below investment
graderisk .. ......... 20 — 46 34 — 68
Total . ................ $200,279 100.0% $132,296 100.0%

(1) Percent total does not add due to rounding.
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The increase of $808 million in financial guaranty CMC net par outstanding during 2007 is mainly
attributable to the addition of $1,754 million of U.S. home equity line of credit (“HELOC”) exposures.
This increase was partially offset by $382 million of amortization of exposure and $613 million of credit
rating improvements for certain transactions.

Losses and Reserves

Reserves for losses and loss adjustment expenses for non-derivative transactions in our financial
guaranty direct, financial guaranty assumed reinsurance and mortgage guaranty business include case
reserves and portfolio reserves. See the “Valuation of Derivative Financial Instruments” of the Critical
Accounting Estimates section for more information on our derivative transactions. Case reserves are
established when there is significant credit deterioration on specific insured obligations and the
obligations are in default or default is probable, not necessarily upon non-payment of principal or
interest by an insured. Case reserves represent the present value of expected future loss payments and
loss adjustment expenses (“LAE’), net of estimated recoveries, but before considering ceded
reinsurance. This reserving method is different from case reserves established by traditional property ,
and casualty insurance companies, which establish case reserves upon notification of a claim and
establish incurred but not reported (“IBNR”) reserves for the difference between actuarially estimated
ultimate losses and recorded case reserves. Financial guaranty direct and assumed reinsurance case
reserves and related salvage and subrogation, if any, are discounted at the taxable equivalent yield on
our investment portfolio, which is approximately 6%, in all periods presented. When the Company
becomes entitled to the underlying collateral of an insured credit under salvage and subrogation rights
as a result of a claim payment, it records salvage and subrogation as an asset, based on the expected
level of recovery. Such amounts are included in the Company’s balance sheet within “Other assets.”

We record portfolio reserves in our financial guaranty direct, financial guaranty assumed
reinsurance and mortgage guaranty business. Portfolio reserves are established with respect to the
portion of our business for which case reserves have not been established.

Portfolio reserves are not established based on a specific event, rather they are calculated by
aggregating the portfolio reserve calculated for each individual transaction. Individual transaction
reserves are calculated on a quarterly basis by multiplying the par in-force by the product of the
ultimate loss and earning factors without regard to discounting. The ultimate loss factor is defined as
the frequency of loss multiplied by the severity of loss, where the frequency is defined as the
probability of default for each individual issue. The earning factor is inception to date earned premium
divided by the estimated ultimate written premium for each transaction. The probability of default is
estimated from rating agency data and is based on the transaction’s credit rating, industry sector and
time until maturity. The severity is defined as the complement of recovery/salvage rates gathered by the
rating agencies of defaulting issues and is based on the industry sector.

Portfolio reserves are recorded gross of reinsurance. We have not ceded any amounts under these
reinsurance contracts, as our recorded portfolio reserves have not excceded our contractual retentions,
required by said contracts.

|
The Company records an incurred loss that is reflected in the statement of operations upon the !

establishment of portfolio reserves. When we initially record a case reserve, we reclassify the i

corresponding portfolio reserve already recorded for that credit within the balance sheet. The i

difference between the initially recorded case reserve and the reclassified portfolio reserve is recorded

as a charge in our statement of operations. Any subsequent change in portfolio reserves or initial case ‘

reserves are recorded quarterly as a charge or credit in our statement of operations in the period such

estimates change. Due to the inherent uncertainties of estimating loss and LAE reserves, actual

experience may differ from the estimates reflected in our consolidated financial statements, and the

differences may be material.
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We also record IBNR reserves for our other segment. IBNR is an estimate of losses for which the
insured event has occurred but the claim has not yet been reported to us. In establishing IBNR, we use
traditional actuarial methods to estimate the reporting lag of such claims based on historical
experience, claim reviews and information reported by ceding companies. We record IBNR for trade
credit reinsurance within our other segment, which is 1009 reinsured to ACE. The other segment
represents lines of business that we exited or sold as part of our 2004 initial public offering (“IPO”).

For mortgage guaranty transactions we record portfolio reserves in a manner consistént with our
financial guaranty business. While other mortgage guaranty insurance companies do not record
portfolio reserves, rather just case and IBNR reserves, we record portfolio reserves because we write
business on an excess of loss basis, while other industry participants write quota share or first layer loss
business. We manage and underwrite this business in the same manner as our financial guaranty
insurance and reinsurance business because they have similar characteristics as insured OIT'ligations of
mortgage-backed securities.

FAS No. 60, “Accounting and Reporting by Insurance Enterprises” (“FAS 607) is thef authoritative:
guidance for an insurance enterprise, FAS 60 prescribes differing reserving methodologies depending on
whether a contract fits within its definition of a short-duration contract or a long-duration contract.
Financial guaranty contracts have elements of long-duration insurance contracts in that they are
irrevocable and extend over a period that may exceed 30 years or more, but for regulatory purposes are
reported as property and liability insurance, which are normally considered short-duration contracts.
The short-duration and long-duration classifications have different methods of accounting for premium
revenue and contract liability recognition. Additionally, the accounting for deferred acquisition costs
(“DAC”) could be different under the two methods.

We believe the guidance of FAS 60 does not expressly address the distinctive characteristics of
financial guaranty insurance, so we also apply the analogous guidance of Emerging Issues Task Force
(“EITF”) Issue No. 85-20, “Recognition of Fees for Guaranteeing a Loan” (“EITF 85-20”), which
provides guidance relating to the recognition of fees for guardnteemg a loan, which has 51mllantles to
financial guaranty insurance contracts. Under the guidance in EITF 85-20, the guarantor s Should assess
the probability of loss on an ongoing basis to determine if a liability should be recogmzed under FAS
No. 3, “Accounting for Contingencies” {“FAS 5"). FAS 5 requires that a loss be rccogmzed where it is
probable that one or more future events will occur confirming that a liability has been incurred as of
the date of the financial statements and the amount of loss can be reasonably estimated.

The Company is aware that there are certain differences regarding the measurement, of portfolio
loss liabilities among companies in the financial guaranty industry. In January and February 2005, the
Securities and Exchange Commission (“SEC”) staff had discussions concerning these differences with a
number of industry participants. Based on these discussions, in June 2005 the Financial Accounting
Standards Board (*FASB”) staff decided additional guidance is necessary regarding financial guaranty
contracts. On April 18, 2007, the FASB issued an exposure draft “Accounting for Financial Guarantee
Insurance Contracts-an interpretation of FASB Statement No. 607 (“Exposure Draft”). This Exposure
Draft would clarify how FAS 60 applies to financial guarantee insurance contracts, including the
methodology to be used to account for premium revenue and claim liabilities. The scope of this
Exposure Draft is limited to financial guarantee insurance (and reinsurance) contracts issued by
insurance enterprises included within the scope of FAS 60. Responses to the Exposure Draft were
required by June 18, 2007. We and the Association of Financial Guaranty Insurers have separately
submitted responses before the required date and additionally, participated in a FASB sponsored
roundtable discussion. If this Exposure Draft is adopted as written, the effect on the consolidated
financial statements, particularly with respect to revenue recognition and claims liability, could be
material to the Company’s financial statements. A final Exposure Draft is expected to be issued by the
end of the first quarter 2008, with an anticipated effective date of January 1, 2009. Until a final
pronouncement is issued, the Company intends to continue to apply its existing policy wnth respect to
premium revenue and the establishment of both case and portfolio reserves.
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The following table provides a reconciliation of the beginning and ending balances of reserves for
losses and LAE:
For the Years Ended December 31,
2007 2006 2005
{in thousands of U.S. dollars)

Balance asof Januvary 1.................... $120,600 $128,421 § 236,202
Less reinsurance recoverable .. ........... ... (10,889) (12,350 (120,220)
Net balance as of Janwary 1................. 109,711 116,071 115,982
Transfers to case reserves from portfolio reserves . 11,008 733 13,747
Incurred tosses and loss adjustment expenses

pertaining to case and IBNR reserves(1):

Currentyear .............oovvivoo... 9,456 772 10,609

Prioryears. . ............ .0 irian... (18,281)  (13,028)  (76,683)

_ (8,825) (12,256)  (66,074)

Transfers to case reserves from portfolio reserves . (11,008) (733) © (13,747)
Incurred losses and loss adjustment expenses

pertaining to portfolio reserves . ... ......... 16,790 5,500 (3,490)
Total incurred losses and loss adjustment expenses

(recoveries) .. ..........iiiii i 7,965 (6,756)  (69,564)
Loss and loss adjustment expenses (paid) and

recovered pertaining to:

CUITENt YEAT . . .. oottt it e iinae s (2,637) (20) (143)

Prioryears(1) .......... ... ... ... . ..., 8,695 355 77,340
Total incurred loss and loss adjustment expenses

recovered ... ... ... L 6,058 335 77,197
Change in salvage recoverable . .............. 1,295 42  (2497)
Foreign exchange (gain) loss on reserves. .. .. ... (33) 19 (5,047)
Net balance as of December 31 . ... .......... 124,996 109,711 116,071
Plus reinsurance recoverable ................ 8,849 10,889 12,350
Balance as of December 31 .. ............... $133.845 $120,600 $ 128,421

(1) The loss recovery of $6.1 million in 2007 is mainly a result of loss recoveries of
$8.6 million from two aircraft-related transactions in which claims were paid in 2002 and
2006. These recoveries were partially offset by loss payments related to assumed U.S.
home equity line of credit exposures. The prior year loss recovery of $0.3 million in 2006
is due to $13.5 million of net recoveries from third party litigation settlements. These
recoveries were primarily offset by loss payments, of which two of the largest were made
on a U.S. Infrastructure transaction and a European Infrastructure transaction. The prior
year loss recovery of $77.3 million in 2005 is primarily due to $71.0 million in loss
recoveries from a third party litigation settlement agreement, with two parties, relating to
a reinsurance claim incurred in 1998 and 1999 as well as a $2.4 million recovery related
to the equity layer credit protection business.

Investments

Our principal objectives in managing our investment portfolio arc: (1) to preserve our subsidiaries’
financial strength ratings; (2) to maximize total after-tax net investment income while generating a
competitive total rate of return; (3) to maintain sufficient liquidity to cover unexpected stress in the
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insurance portfolio; (4) to manage investment risk within the context of the underlying portfolio of
insurance risk; and (5) to meet applicable regulatory requirements.

We have a formal review process for all securities in our investment portfolio, including a review
for impairment losses. Factors considered when assessing impairment include: (1) securities whose
market values have declined by 209 or more below amortized cost for a continuous period of at least
six months; (2) recent credit downgrades of the applicable security or the issuer by rating agencies;
(3) the financial condition of the applicable issuer; (4) whether scheduled interest payments are past
due; and (§5) whether we have the ability and intent to hold the security for a sufficient period of time
to allow for anticipated recoveries in fair value. If we believe a decline in the value of a particular
investment is temporary, we record the decline as an unrealized loss in accumulated other
comprehensive income in shareholders’ equity on our consolidated balance sheets. If we helieve the
decline is “other than temporary,” we write down the carrying value of the investment and record a
loss on our statements of operations. Our assessment of a decline in value includes management $
current judgment of the factors noted above. If that judgment changes in the future, we may ultimately
record a loss after having originally concluded that the decline in value was temporary.

As of December 31, 2007, we had no below investment grade securities or non-rated'securities in
our investment portfolio. For additional information regarding our investments, see “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital
Resources—Investment Portfolio.”

As of January 1, 2005, we retained BlackRock Financial Management, Inc. to manage our
investment portfolio. Our investment managers have discretionary authority over our investment
portfolio within the limits of our investment guidelines approved by our Board of Directors. We
compensate each of these managers based upon a fixed percentage of the market value of our
portfolio. During the years ended December 31, 2007, 2006 and 2005, we paid aggregate investment
management fees of $1.9 million, $1.8 million and $1.7 million, respectively, to these managers.

Competition

Our principal competitors in the financial guaranty direct market are Ambac Assurance
Corporation (“Ambac”), Financial Guaranty Insurance Company (“FGIC”), Financial Security
Assurance Inc, (“FSA”), MBIA Insurance Corporation (“MBIA"), XL Capital Assurance Inc
(“XLCA"™) and CIFG Assurance NA (“CIFG”). All of these companies have ratings from' Standard &
Poor’s Inc., a division of The McGraw-Hill Companies, Inc. (“S&P’), Fitch Ratings (“Fitch”) and
Moody’s Investors Service (“Moody’s”™), and a number of these companies are on negative outlook or
credit watch for possible downgrade. Banks, smaller and lower-rated financial guaranty insurance
companies and multiline insurers and reinsurers also participate in the broader credit enhancement
market. The principal competitive factors are: (1) premium rates; (2) conditions precedent to the
issuance of a policy related to the structure and security features of a proposed bond issue; (3) the
financial strength ratings of the guarantor; (4) the quality of service and execution provided to issuers,
investors and other clients of the issuer and (5) secondary market trading values of bonds insured by
the financial guarantor. Financial guaranty insurance also competes domestically and internationally
with other forms of credit enhancement, including the use of senior and subordinated tranches of a
proposed structured finance obligation and/or overcollateralization or cash collateral accounts, as well
as more traditional forms of credit support. !

Our principal competitors in the financial guaranty reinsurance market are Radian Asset
Assurance Inc., RAM Reinsurance Company Ltd., XL Financial Assurance Ltd. (“XLFA”), Channel
Reinsurance Ltd. and BluePoint Re Ltd. Competition in the financial guaranty reinsurance business is
based upon many factors, including financial strength ratings from the major rating agencies’ pricing,
service, size and underwriting criteria. A number of our principal competitors are on negative outlook
or credit watch for possible downgrade by one or more of the major rating agencies. Assured Guaranty
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Re Ltd. ("AG Re”) is the largest financial guaranty reinsurer in terms of size and par insured and is
rated AA by S&P and Fitch and is rated Aa2 by Moody’s.

Regulation
General

The business of insurance and reinsurance is regulated in most countries, although the degree and
type of regulation varies significantly from one jurisdiction to another. Reinsurers are generally subject
to less direct regulation than primary insurers. We are subject to regulation under applicable statutes in
the United States, the United Kingdom and Bermuda.

United States

Assured Guaranty Ltd. has two operating insurance subsidiaries domiciled in the United States,
which we refer to collectively as the “Assured Guaranty U.S. Subsidiaries.”

AGC is a Maryland domiciled insurance company licensed to write financial guaranty insurance
and reinsurance (and in some states casualty, surety and other lines) in 50 U.S. states, the District of
Columbia and Puerto Rico. AGC is also licensed as a Class 3 insurer in Bermuda. It is registered as a
foreign company in Australia and operates through a representative office in Sydney. AGC currently
intends for the representative office to conduct activities so that it does not have a permanent
establishment in Australia,

Assured Guaranty Mortgage, a wholly-owned subsidiary of AGRO, is a New York corporation

* licensed as a mortgage guaranty insurer in the State of New York and in the District of Columbia and
thereby is authorized solely to transact the business of mortgage guaranty insurance and reinsurance.
Assured Guaranty Mortgage is an approved or accredited reinsurer in the States of California, Illinois
and Wisconsin.

Insurance Holding Company Regulation

Assured Guaranty and the Assured Guaranty U.S. Subsidiaries are subject to the insurance holding
company laws of Maryland and New York. These laws generally require each of the Assured Guaranty
U.S. Subsidiaries to register with its respective domestic state insurance department and annually to
furnish financial and other information about the operations of companies within their holding
company system. Generally, all transactions among companies in the holding company system to which
any of the Assured Guaranty U.S. Subsidiaries is a party (including sales, loans, reinsurance agreements
and service agreements} must be fair and, if material or of a specified category, such as service
agreements, require prior notice and approval or non-disapproval by the insurance department where
* the applicable subsidiary is domiciled.

Change of Control

Before a person can acquire control of a U.S. domestic insurance company, prior written approval
must be obtained from the insurance commissioner of the state where the domestic insurer is
domiciled. Generally, state statutes provide that control over a domestic insurer is presumed to exist if
any person, directly or indirectly, owns, controls, holds with the power to vote, or holds proxies
representing, 10% or more of the voting securities of the domestic insurer. Prior to granting approval
of an application to acquire control of a domestic insurer, the state insurance commissioner will
consider such factors as the financial strength of the applicant, the integrity and management of the
applicant’s Board of Directors and executive officers, the acquirer’s plans for the management of the
applicant’s Board of Directors and executive officers, the acquirer’s plans for the future operations of
the domestic insurer and any anti-competitive results that may arise from the consummation of the
acquisition of control. These laws may discourage potential acquisition proposals and may delay, deter
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or prevent a change of control involving us that some or all of our stockholders might consider to be
desirable, including in particular unsolicited transactions.

State Insurance Regulation

State insurance authorities have broad regulatory powers with respect to various aspects of the
business of U.S. insurance companies, including licensing these companies to transact business,
accreditation of reinsurers, admittance of assets to statutory surplus, regulating unfair trade and claims
practices, establishing reserve requirements and solvency standards, regulating investments and
dividends, and, in certain instances, approving policy forms and related materials and approving
premium rates. State insurance laws and regulations require the Assured Guaranty U.S. Subsidiaries to
fite financial statements with insurance departments everywhere they are licensed, authorized or
accredited to conduct insurance business, and their operations are subject to examination by those
departments at any time, The Assured Guaranty U.S. Subsidiaries prepare statutory financial
statemnents in accordance with Statutory Accounting Practices, or SAF, and procedures prescribed or
permitted by these departments. State insurance departments also conduct periodic examinations of the:
books and records, financial reporting, policy filings and market conduct of insurance companies
domiciled in their states, generally once every three to five years. Market conduct examinations by
regulators other than the domestic regulator are generally carried out in cooperation with the insurance
departments of other states under guidelines promulgated by the National Association of Insurance
Commissioners.

The Maryland Insurance Administration conducts a periodic examination of insurancé companies
domiciled in Maryland every five years. The last such Report on Financial Examination, issued by the
Maryland Insurance Administration on October 10, 2003 in connection with such examination, did not
contain any materially adverse findings. Field work began in June of 2007 for the Maryland Insurance
Administration’s examination of AGC for the five-year perlod ending December 31, 2006. We
anticipate that the Maryland Insurance Administration will issue their Report on Financial Examination
during 2008. The New York Insurance Department, the regulatory authority of the dOl‘l‘llClllal’y
jurisdiction of Assured Guaranty Mortgage, conducts a periodic examination of insurance ‘companies
domiciled in New York, also at five-year intervals. During 2003, the New York Insurance Department
completed its field work in connection with its examination of Assured Guaranty Mortgage for the
period from 1997 though 2002. The report on the examination, issued July 11, 2003 by thc New York
Insurance Department, does not contain any materially adverse findings.

The terms and conditions of reinsurance agreements generally are not subject to regulation by any
U.S. state insurance department with respect to rates. As a practical matter, however, the rates charged
by primary insurers do have an effect on the rates that can be charged by reinsurers.

State Dividend Limitations

Maryland. One of the primary sources of cash for the payment of debt service and dividends by
Assured Guaranty is the receipt of dividends from AGC. If a dividend or distribution is an
“extraordinary dividend,” it must be reported to, and approved by, the Insurance Commissioner prior
to payment. An “extraordinary dividend” is defined to be any dividend or distribution to stockholders,
such as Assured Guaranty US Holdings Inc., which together with dividends paid during the preceding
twelve months exceeds the lesser of 10% of an insurance company’s pollcyholders surplus at the
precedmg December 31 or 100% of AGC’s adjusted net investment income during that perlod Further,
an insurer may not pay any dividend or make any distribution to its shareholders unless the insurer
notifies the Insurance Commissioner of the proposed payment within five business days following
declaration and at least ten days before payment. The Insurance Commissioner may declare that such
dividend not be paid if the Commissioner finds that the insurer’s policyholders’ surplus would be
inadequate after payment of the dividend or could lead the insurer to a hazardous financial condition.
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AGC declared and paid dividends of $12.1 million, $13.8 million and $4.3 million during 2007, 2006
and 2005, respectively, to Assured Guaranty US Holdings Inc. The maximum amount available during
2008 for the payment of dividends by AGC which would not be characterized as “extraordinary
dividends™ is approximately $40.0 million.

New York. Under the New York Insurance Law, Assured Guaranty Mortgage may declare or pay
any dividend only out of “earned surplus,” which is defined as that portion of the company’s surplus
that represents the net carnings, gains or profits (after deduction of all losses) that have not been
distributed to shareholders as dividends or transferred to stated capital, capital surplus or contingency
reserves, or applied to other purposes permitted by law, but does not include unrealized appreciation of
assets. Additionally, no dividend may be declared or distributed in an amount which, together with all
dividends declared or distributed by it during the preceding twelve months, exceeds the lesser of 10%
of Assured Guaranty Mortgage’s statutory surplus as shown on its latest statutory financial statement
on file with the New York Superintendent of Insurance, or 100% of Assured Guaranty Mortgage’s
adjusted net investment income during that period, unless, upon prior application, the Superintendent
approves a greater dividend or distribution after finding that the company will retain sufficient surplus
to support its obligations and writings. Assured Guaranty Mortgage did not declare or pay dividends
during 2007. As of December 31, 2007, Assured Guaranty Mortgage had negative unassigned funds and
therefore cannot pay dividends during 2008. ‘

Contingency Reserves

In accordance with Maryland insurance law and regulations, AGC maintains a statutory
contingency reserve for the protection of policyholders against the effect of adverse economic cycles.
The contingency reserve is maintained for each obligation and is equal to the greater of 50% of the
premiums written or a percentage of principal guaranteed (which percentage varies from 0.55% to
2.5% depending on the nature of the asset). The contingency reserve is put up over a period of either
15 or 20 years, depending on the nature of the obligation, and then taken down over the same period
of time. The contingency reserve may be maintained net of reinsurance. AGC’s contingency reserve as
of December 31, 2007 was in compliance with these insurance laws and regulations.

"Under the New York Insurance L.aw, Assured Guaranty Mortgage must establish a contingency
reserve to protect policyholders against the effect of adverse economic cycles. This reserve is
established out of net premiums (gross premiums less premiums returned to policyholders) remaining
after the statutory unearned premium reserve is established. Contributions to the contingency reserve
must equal 50% of remaining earned premiums and, except as otherwise approved by the
Superintendent of Insurance, must be maintained in the contingency reserve for a period of
120 months. Reinsurers are required to establish a contingency reserve equal to their proportionate
share of the reserve established by the ceding company. Assured Guaranty Mortgage’s contingency
reserve as of December 31, 2007 was in compliance with these insurance laws and regulations.

Risk-to-Capital Requirements '

Under the New York Insurance Law, Assured Guaranty Mortgage’s total liability, net of applicable
reinsurance, under its aggregate insurance policies may not exceed 25 times its total policyholders’
surplus, commonly known as the “risk-to-capital” requirement. As of December 31, 2007, the
consolidated risk-to-capital ratio for Assured Guaranty Mortgage was below the limit.

Investments

The Assured Guaranty U.S. Subsidiaries are subject to laws and regulations that require
diversification of their investment portfolio and limit the amount of investments in certain asset
categories, such as below investment grade fixed maturity securities, equity real estate, other equity
investments, and derivatives. Failure to comply with these laws and regulations would cause investments
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exceeding regulatory limitations to be treated as non-admitted assets for purposes of measﬁring surplus,
and, in some instances, would require divestiture of such non-qualifying investments. We believe that
the investments made by the Assured Guaranty U.S. Subsidiaries complied with such regulatlons as of
December 31, 2007. In addition, any investment must be approved by the insurance company’s Board
of Directors or a committee thereof that is responsible for supervising or making such invéstment.

Operatibns of Our Non-U.S. Insurance Subsidiaries

The insurance laws of cach state of the United States and of many other countries regulate or
prohibit the sale of insurance and reinsurance within their jurisdictions by unlicensed or non-accredited
insurers and reinsurers. Assured Guaranty (UK) Ltd., AG Re and AGRO are not admitted to do
business in the United States. We do not intend that Assured Guaranty (UK) Ltd., AG Re or AGRO
will maintain offices or solicit, advertise, settle claims or conduct other insurance activities in any
jurisdiction in the United States where the conduct of such activities would require it to be admitted or
authorized.

In addition to the regulatory requirements imposed by the jurisdictions in which they :-are licensed,
reinsurers’ business operations are affected by regulatory requirements in various states of the United
States governing “credit for reinsurance” which are imposed on their ceding companies. In general, a
ceding company which obtains reinsurance from a reinsurer that is licensed, accredited or.approved by
the ceding company’s state of domicile is permitted to reflect in its statutory financial statements a
credit in an aggregate amount equal to the ceding company’s liability for uncarned premiums (which
are that portion of premiums written which applies to the unexpired portion of the policy'period), loss
reserves and loss expense reserves ceded to the reinsurer. The great majority of states, however, permit
a credit on the statutory financial statement of a ceding insurer for reinsurance obtained from a
non-licensed or non-accredited reinsurer to the extent that the reinsurer secures its reinsurance
obligations to the ceding insurer by providing a letter of credit, trust fund or other acceptable security
arrangement. A few states do not allow credit for reinsurance ceded to non-licensed reinsurers except
in certain limited circumstances and others impose additional requirements that make it difficult to
become accredited.

Bermuda |

Each of AG Re and AGRO, our “Bermuda Subsidiaries,” is an insurance company registered and
licensed as a “Class 3 insurer” and a “long term insurer” under the Insurance Act 1978 of Bermuda.
AGC is permitted under a revocable permit granted under the Companies Act 1981 of Bermuda (the
“‘Companies Act”) to engage in and carry on trade and business limited to engaging in certain non U.5.
financial guaranty insurance and reinsurance outside Bermuda from a principal place of business in
Bermuda, subject to compliance with the conditions attached to the permit and relevant provisions of
the Companies Act (including having a Bermuda principal representative for the Companies Act
purposes, restrictions on activities in Bermuda, publication and filing of prospectuses on publlc
offermgs of securities, registration of charges against its assets and certain winding up prov1510ns) AGC
is also licensed as a Class 3 insurer in Bermuda. The Insurance Act 1978 of Bermuda, amendments
thereto and related regulations {collectively, the “Insurance Act”) impose on insurance companies
certain solvency and liquidity standards; certain restrictions on the declaration and payment of
dividends and distributions; certain restrictions on the reduction of statutory capital; certdin restrictions
on the winding up of long term insurers; and certain auditing and reporting requirements and also the
need to have a principal representative and a principal office (as understood under the Insurance Act)
in Bermuda. The Insurance Act grants to the Bermuda Monetary Authority the power to, cancel
insurance licenses, supervise, investigate and intervene in the affairs of insurance companles and in
certain circumstances share information with foreign regulators. Class 3 insurers are authorlzed to carry
on general insurance business (as understood under the Insurance Act), subject to conditions attached
to the license and to compliance with minimum capital and surplus requirements, solvency margin,
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liquidity ratio and other requirements imposed by the Insurance Act. Long term insurers are permitted
to carry on fong term business (as understood under the Insurance Act) subject to conditions attached
to the license and to similar compliance requirements and the requirement to maintain its ong term
business fund (a segregated fund). Each of AG Re and AGRO is required annually to file statutorily
mandated financial statements and returns, audited by an auditor approved by the Bermuda Monetary
Authority (no approved auditor of an insurer may have an interest in that insurer, other than as an
insured, and no officer, servant or agent of an insurer shall be eligible for appointment as an insurer’s
approved auditor), together with an annual loss reserve opinion of a Bermuda Monetary Authority
approved loss reserve specialist and the required actuary’s certificate with respect to the long term
business. AGC has an exemption from such filings, subject to certain conditions.

In addition, pursuant to provisions under the Insurance Act, any person who becomes a holder of
at least 10%, 20%, 33% or 50% of our common shares must notify the Bermuda Monetary Authority
in writing within 45 days of becoming such a holder or 30 days from the date they have knowledge of
having become such a holder, whichever is later. The Bermuda Monetary Authority has the power to
object to a person holding 10% or more of our common shares if it appears to the Authority that the
person is not fit and proper to be such a holder. In such a case, the Bermuda Monetary may require
the holder to reduce their shareholding in us and may direct, among other things, that the voting rights
attaching to their common shares shall not be exercisable. A person that does not comply with such a
notice or direction from the Bermuda Monetary Authority will be guilty of an offence.

Under a condition to its permit granted under the Companies Act, AGC must inform the Minister
of Finance of any change in its beneficial ownership within 14 days of the occurrence of such change.

Restrictions on Dividends and Distributions

The Insurance Act limits the declaration and payment of dividends and other distributions by AG
Re, AGRO and AGC. ' '

Under the Insurance Act:

» The minimum share capital must be always issued and outstanding and cannot be reduced (for a
company registered both as a Class 3 insurer and a long-term insurer the minimum share capital
is US$370,000 and for a company registered as a Class 3 insurer only, the minimum share
capital is US$120,000).

* With respect to the distribution (including repurchase of shares) of any share capital, contributed
surplus or other statutory capital, certain restrictions under the Insurance Act 1978 may apply if
the proposal is to reduce its total statutory capital. Before reducing its total statutory capital by
15% or more of the insurer’s total statutory capital as set out in its previous year’s financial
statements, a Class 3 insurer or a long-term insurer must obtain the prior approval of the
Bermuda Monetary Authority.

* With respect to the declaration and payment of dividends:

{a} the insurer may not declare or pay any dividends during any financial year if it would
cause the insurer to fail the applicable solvency margin or liguidity ratio (the “relevant
margins”); ‘ ‘

(b) if the insurer failed to meet any of its relevant margins on the last day of any financial
year the insurer may not, without the prior approval of the Bermuda Monetary Authority,
declare or pay any dividends during the next financial year; and

(c) a Class 3 insurer which at any time fails to meet'its general business solvency margin may
not declare or pay any dividend until the failure is rectified, and also in such circumstances
the Class 3 insurer must report, within 30 days after becoming aware of its failure or having
reason to believe that such failure has occurred, to the Bermuda Monetary Authority giving

28




particuiars of the circumstances leading to the failure and the manaer and time in which the
Class 3 insurer intends to rectify the failure.

¢ A long-term insurer may not:

(a) use the funds allocated to its long-term business fund, directly or indirectly, for any
purpose other than a purpose of its long-term business except in so far as such gayment can
be made out of any surplus certified by the insurer’s approved actuary to be available for
distribution ‘otherwise than to policyholders; and

(b) declare or pay a dividend to any person other than a policyholder unless the value of the
assets of its long-term business fund, as certified by the insurer’s approved actuary, exceeds
the extent (as so certified) of the liabilities of the insurer’s long-term business, and the
amount of any such dividend shall not exceed the aggregate of (1) that excess; and (2) any
other funds properly available for the payment of dividends being funds arising out of the
business of the insurer other than its long-term business.

Under the Companies Act, a Bermuda company (such as Assured Guaranty, AG Re.and AGRO)
may only declare and pay a dividend or make a distribution out of contributed surplus (as understood
under the Companies Act) if there are reasonable grounds for believing that the company is and after
the payment will be able to meet and pay its liabilities as they become duc and the realizable value of
the company’s assets will not be less than the aggregate of its liabilities and its issued share capital and
share premium accounts. The Companies Act also regulates and restricts the reduction and return of
capital and paid in share premium, including the repurchase of shares and imposes minimum issued
and outstanding share capital requirements.

Certain Other Bermuda Law Considerations

Although Assured Guaranty Ltd. is incorporated in Bermuda, it is classified as a non remdent of
Bermuda for exchange control purposes by the Bermuda Monetary Authority. Pursuant tp its
non-resident status, Assured Guaranty may engage in transactions in currencies other than Bermuda
dollars and there are no restrictions on its ability to transfer funds (other than funds denominated in
Bermuda dollars) in and out of Bermuda or to pay dividends to U.S. residents who are holders of its
common shares.

Under Bermuda law, “exempted” companies are companies formed for the purpose of conducting
business outside Bermuda from a principal place of business in Bermuda. As an “exempted” company,
Assured Guaranty (as well as each of AG Re and AGRO) may not, without the express authorization
of the Bermuda legislature or under a license or consent granted by the Minister of Finance,
participate in certain business and other transactions, including: (1) the acquisition or holding of land
in Bermuda (except that held by way of lease or tenancy agreement which is required fo} its business
and held for a term not exceeding 50 years, or which is used to provide accommodation or recreational
facilities for its officers and employees and held with the consent of the Bermuda Mlmsler of Finance,
for a term not exceeding 21 years), (2) the taking of mortgages on land in Bermuda to sccure a
principal amount in excess of $50,000 unless the Minister of Finance consents to a higher amount, and
(3) the carrying on of business of any kind or type for which it is not duly licensed in Bermuda, except
in certain limited circumstances, such as doing business with another exempted undertakmg in
furtherance of Assured Guaranty’s business carried on outside Bermuda.

The Bermuda government actively encourages foreign investment in “exempted” entltles like
Assured Guaranty that are based in Bermuda, but which do not operate in competlllon with local
businesses. Assured Guaranty is not currently subject to taxes computed on profits or income or
computed on any capital asset, gain or appreciation. Bermuda companies and permit companies, such
as AGC, pay, as applicable, annual government fees, business fees, payroll tax and other taxes and
duties. See “Material Tax Considerations—Taxation of Assured Guaranty and Subsidiariés—Bermuda.”
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Special considerations apply to our Bermuda operations. Under Bermuda law, non Bermudians,
other than spouses of Bermudians and individuals holding permanent resident certificates or working
resident certificates, are not permitted to engage in any gainful occupation in Bermuda without a work
permit issued by the Bermuda government. A work permit is only granted or extended if the employer
can show that, after a proper public advertisement, no Bermudian, spouse of a Bermudian or individual
holding a permanent resident certificate is available who meets the minimum standards for the position.
The Bermuda government has a policy that places a six-year term limit on individuals with work
permits, subject to specified exemptions for persons deemed to be key employees. Currently, all of our
Bermuda based professional employees who require work permits have been granted work permits by
the Bermuda government. This includes the following key employees: Messrs. Frederico, Mills,
Michener, Albert, Pickering and Bailenson and Ms. Purtill each of whom has received a work permit.

United Kingdom
General

Since December 1, 2001, the regulation of the financial services industry in the United Kingdom
has been consolidated under the Financial Services Authority (“FSA UK”). In addition, the reguiatory
regime in the United Kingdom must comply with certain European Union (“EU”) directives binding on
all EU member states and notably the Markets in Financial Instruments Directive (“MiFID”’) which
came into effect on November 1, 2007, replacing the Investments Services Directive, largely for the
purposes of harmonising the regulatory regime for investment services and activities across the EEA
(see definition of “EEA” under “Passporting” below). .

The FSA UK is the single statutory regulator responsible for regulating the financial services
industry in the UK, having the authority t